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General Cinema Corporation 



Richard A Smith 
Chairman of the Board 
Chief Executive Officer 


January 13, 1989 


DEAR SHAREHOLDER: 

As this Annual Report was going to press, we reached a new agreement in principle to sell 
our soft drink bottling business to PepsiCo, Inc. The selling price is SI,75 billion in cash. 
Completion of the sale is subject to the signing of a definitive purchase and sale agreement 


and to clearance by the Federal Trade Commission. We anticipate no unusual delays in 


responding to the FTC’s request for additional information and are confident that the 
transaction will be consummated. 

The decision to sell our soft drink bottling business was an extremely difficult one for us 
to reach in light of our continuing confidence in the soft drink industry. However, the price 
which we are to receive for General Cinema Beverages is in fact one of the highest prices ever 
for a soft drink bottler and very attractive for our shareholders. The after-tax proceeds will be 
more than $1.1 billion. Until we are able to redeploy these funds for the long term, we w ill 
receive interest income in excess of the operating earnings which the beverage business could 
have been expected to generate. 

We remain dedicated to the creation of value for our shareholders and will be both patient 
and value-oriented as we evaluate new growth opportunities for General Cinema. 


Sincerely, 



Richard A. Smith 
Chairman and 


Chief Executive Officer 
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GENERAL CINEMA CORPORATION 


S ince becoming a publicly-owned com¬ 
pany in 1960, General Cinema Corpo¬ 
ration has concentrated on creating 
value for its shareholders. Historically, this has 
been accomplished by building successful oper¬ 
ating businesses in consumer-oriented industries 
such as motion picture exhibition, soft drink 
bottling and, most recently, specialty retailing. 
The Company’s philosophy is to fund aggressive 
capital expenditure programs in its operating 
businesses in order to create and maintain mar¬ 
ket leadership positions which ultimately lead to 
increasing earnings and cash flows. The Com¬ 
pany has also made acquisitions, prudently seek¬ 
ing value-oriented opportunities to complement 
internal growth. 

General Cinema Beverages is a leading inde¬ 
pendent bottler of Pepsi-Cola, Dr Pepper and 
7-Up products. Through its exclusive franchise 
territories, primarily in the Midwest, niid-Atlan- 
tic and Southeast, this business sells the equiva¬ 
lent of more than five billion individual servings 
of soft drinks each year. 

General Cinema participates in specialty re¬ 
tailing through its 59.9% ownership of The 
Neiman Marcus Group, a company that includes 
the operations of Neiman Marcus, Bergdorf 


Goodman and Con tempo Casuals. 

Neiman Marcus offers high-quality merchan¬ 
dise and highly-personalized service to discrimi¬ 
nating consumers through 22 stores nationwide 
and its well-known Neiman Marcus and 
Horchow mail order businesses. 

Bergdorf Goodman showcases collections of 
American and international designers in a 
unique store ambiance on Fifth Avenue in New 
York City. It also caters to its clientele through 
mail order fashion catalogues. 

Contempo Casuals offers quality contempo¬ 
rary apparel and accessories designed to appeal 
to fashion-forward young women. Contempo 
operates 218 stores in major shopping malls 
nationwide. 

General Cinema Theatres operates one of the 
nation’s largest theatre circuits, w'ith 1,359 
screens at 318 theatre locations in 33 states. Its 
circuit, which consists primarily of first-run, 
multi-screen complexes located in regional shop¬ 
ping centers, served more than 73 million 
patrons last year. 

General Cinema also has an 18.4% equity 
investment in Cadbury Schweppes p.I.c., an 
international marketer of soft drinks 
and confectionery. 
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MESSAGE TO SHAREHOLDERS 


iscal 1988 was a period of investment 
and building for General Cinema Cor- 
JL poration. Although we did not have 
the growth in operating earnings in 1988 that 
we would have liked, substantial progress was 
made on investment programs in our core busi¬ 
nesses which we believe will add significant 
future value to the Company. 

Long before the term ‘‘shareholder value'’ be¬ 
came a widely-used phrase, General Cinema’s 
1981 annual report stated: “Our growth has 
been based on the creation of value for our 
shareholders.. . . Over the years, we have sought 
to build lasting value in terms of a growing asset 
base, enhanced earning power, and a strong and 
increasing positive cash flow.” We have meas¬ 
ured ourselves against these criteria since be¬ 
coming a public company in 1960. 

Consistent w ith our shareholder value philos¬ 
ophy, on December 1, 1988, we announced an 
agreement in principle to sell General Cinema 
Beverages to PepsiCo, Inc. for $1.5 billion. A 
condition of the transaction was a closing prior 
to the end of 1988 which w r ould have enabled 
General Cinema to take advantage of a tax 
deferral benefit. 

Under the Hart-Scott-Rodino Antitrust Im¬ 
provements Act, the Federal Trade Commission 
issued a request for more information on De¬ 
cember 30, 1988. That request precluded a 1988 
closing of the transaction. As a result, the eco- 
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nomic benefit which the Company would have 
received by selling the business was significantly 
reduced. Subsequent to the end of the year. Gen¬ 
eral Cinema and PepsiCo have had further dis¬ 
cussions about a possible new' transaction but, 
as of the date of this letter, we cannot predict 
the outcome of those discussions. 

General Cinema Beverages contributed 
54.2% of the Company’s operating earnings in 
fiscal 1988 and achieved record results for the 
16th consecutive year. Operating earnings, al¬ 
though at record levels, increased only 2.2% 
from a year earlier as profit margins were under 
pressure throughout the year, reflecting a very 
competitive market environment and significant 
price discounting. 

In order to be a leader in operating perfor¬ 
mance in the soft drink bottling industry, it is 
essential to be a low-cost producer. For years, 
General Cinema Beverages has been committed 
to an aggressive plant modernization program 
which has included the establishment of large, 
efficient regional production centers. That pro¬ 
gram was concluded in December 1988, w r hen 
production began in our new' 250,000 square 
foot state-of-the-art facility in Twinsburg, Ohio. 
We have now successfully consolidated produc¬ 
tion for a large percentage of our franchise terri¬ 
tories into five regional production facilities in 
Florida, North Carolina, Georgia, Virginia and 
Ohio. These regional production facilities pro- 
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The Office of the 
Chairman consists 
of (left to right) 

Robert J. Tarr, Jr., 
chief operating officer, 
J. Atwood Ives, 
chief financial officer, 
Samuel Frankenheim, 
general counsel and 
Richard A. Smith, 
chief executive officer. 


vide General Cinema Beverages with one of the 
most modern and efficient bottling networks in 
the industry, ensuring that we continue to be a 
low-cost producer. 

In our two other core businesses. The Neiman 
Marcus Group (NMG) and General Cinema 
Theatres, fiscal 1988 was a period of investment 
for future earnings growth. These investments 
are consistent with our long-term management 
view and are necessary to protect and enhance 
the competitive positions of our businesses. We 
are confident that our investment programs w ill 
increase the earning power of these businesses 
and hence their value to our shareholders. 

General Cinema became a major participant 
in specialty retailing in fiscal 1988 through its 


59.9% interest in NMG. General Cinema’s con¬ 
solidated statement of earnings for fiscal 1988 
includes the operating results of NMG for the 
first time. 

The senior executives at General Cinema hold 
identical positions at NMG and are actively in¬ 
volved in its management and strategic develop¬ 
ment. We are supported by outstanding, 
experienced retail management teams in each of 
NMG’s three operating units. 

NMG began an aggressive store remodeling, 
renovation and expansion program last year to 
capitalize on its strong consumer brand equities: 
Neiman Marcus, Bergdorf Goodman and 
Contempo Casuals, We believe that the oppor¬ 
tunities to enhance these businesses are signifi- 
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cant, hut it will take several years to realize our 
objectives. Our investment spending programs, 
combined with a less than robust retail environ¬ 
ment, had an adverse impact on NMG’s earnings 
in 1988. Several new- accounting policies were 
adopted which also lowered earnings but which 
will improve the quality of reported results 
now and in the future. For fiscal 1988 NMG, 
after deducting the minority interest, contributed 
$14.2 million, or 19 cents per share, to the 
Company’s net earnings. 

Last year was the third year of our expanded 
capital investment program for General Cinema 
Theatres. This program will position our movie 
exhibition business as one of the most modern 
and well-maintained theatre circuits in the 
United States. This activity has been undertaken 
within the context of an industry-wide rescreen¬ 
ing of America w'ith new, larger multiplexes. As 
a result, exhibitors are suffering from a tempo¬ 
rary saturation of screens in many major metro¬ 
politan markets. Because new' units are taking 
longer to reach profitability and because mature 
units are affected by new market entries, 

General Cinema Theatres' profit margins and 
operating earnings have declined in recent years. 
However, much of the industry’s rescreening is 
behind us, and we are confident that the profit 
margins and operating earnings of our theatre 
business will begin to improve as our new r 
theatres become established in thetr markets. 
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Investments 

A t the end of fiscal 1988, General 

Cinema had investments in Cadbury 
Schweppes p.I.c, and RJR Nabisco, 
Inc. as well as the already mentioned 59.9% 
holding in NMG. Interest expense associated 
with these investments reduced General 
Cinema's earnings in 1988. In the first quarter 
of fiscal 1989, we redeemed our debentures ex¬ 
changeable for RJR common stock, realized an 
after-tax gain of approximately $34 million and 
eliminated $103.5 million of debt. We continue 
to hold 648,225 shares of RJR preferred stock. 
We have been offered a price of $108 per share 
under the terms of the proposed RJR tender of¬ 
fer. If General Cinema were to accept that offer, 
the Company would receive $70.0 million and 
record an after-tax gain of $16.7 million. 

Although we currently enjoy a significant 
unrealized gain on our Cadbury investment, 
which totals 18.4% of Cadbury’s outstanding 
shares, the carrying costs exceeded dividend 
income by $10.4 million, thereby penalizing 
reported 1988 earnings and cash flow. 

Interest costs associated w'ith our NMG hold¬ 
ing also reduced fiscal 1988 earnings. On the 
other hand, NMG contributed $25.8 million to 
General Cinema's cash flow in preferred and 
common dividends. 
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Increased Dividends 

n September, the Board of Directors in¬ 
creased the quarterly cash dividends on the 
Company's common stocks and Series A 
Stock. This is the 20th consecutive year in which 
the Board has increased cash payments to the 
Company’s shareholders. 

Conclusion 

1 though we have added a third core 
operating business through our 
59.9 % ownershi p of N MG, we are 
continuing to explore additional opportunities. 
We are studying several industries which have 
many of the attractive characteristics of our 
existing businesses. We will continue to search 
hard, but with patience, to find undervalued 
situations that fit the Company’s criteria. 

Melvin R. Wintman, who has been associated 
with our Company for the past 40 years, is retir¬ 
ing this year as a director. He retired in 1983 as 
President of General Cinema Theatres and Exec¬ 
utive Vice President of General Cinema Corpo¬ 
ration. The Company has benefited greatly 
from his many positive contributions and sound 
judgment over the years. We will miss him. 

We want to sincerely thank the more than 
26,000 talented and dedicated men and women 
who work for General Cinema and NMG for 
their achievements and contributions to the 
Company. 


Finally, on behalf of our entire management 
team and your Board of Directors, we wish to 
express our appreciation to you, our sharehold¬ 
ers, for your continued loyalty and support. We 
will strive to maintain the confidence you have 
placed in us by continuing to manage General 
Cinema for healthy growth and a superior total 
return on your investment. 


Sincerely, 


Richard A. Smith 
Chairman 


Robert J. Tarr, Jr. 
President 





J. Atwood Ives 
Vice Chairman 


X 

Samuel Frankenheim 
Senior Vice President 


January 6, 1989 
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eneral Cinema Beverages, one of the 
nation’s largest independent bottlers 
^ u of Pepsi-Cola, Dr Pepper and 7-Up 
products, operates 17 production facilities and 
38 distribution centers, primarily in the Mid¬ 
west, mid-Atlantic and the Southeast. 

Fiscal 1988 was a year in which the consistent 
long-term growth enioyed by the $39 billion soft 
drink industry continued as soft drinks have 
truly become an integral part of the American 
lifestyle. Americans now' consume about 46 gal¬ 
lons of soft drinks per year, almost twice the 
national consumption of milk, beer or coffee. 

At General Cinema Beverages, fiscal 1988 wms 
another record year, continuing a historical 
trend that has produced annual revenue and 
earnings gains for 19 of the past 20 years. Our 
case sales volume in 1988 increased almost 5% 
over last year and revenues increased to $721.0 
million, a 6.9% increase over 1987. Oper¬ 
ating earnings increased 2.2% to $94.1 
million as operating margins declined 
slightly to 13.1% from 13.6% in the 
prior year. 

Our volume growth this past 
year is largely attributable to 
the success of reformulated 
Diet Pepsi, as well as the 
continued strength of 
brand Pepsi. 
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Although we have enjoyed many years of steady 
growth in Diet Pepsi volume, in our markets the 
ratio of diet to regular is still significantly low r er 
than the national average. Over the past year, 
Pepsi-Cola increased the marketing support for 
its diet products. For example, the “America's 
Choice" campaign this summer was expanded 
to include Diet Pepsi in addition to brand Pepsi, 
thus contributing to its sales momentum. 

Mountain Dew and Dr Pepper also played 
major roles in our growth this past year. In Janu¬ 
ary 1988, we purchased the Dr Pepper franchise 
in Washington, D.C. This important property is 
geographically identical with our Pepsi-Cola 
franchise in the nation's capital and is expected 
to add more than 1.5 million 8-oz. equivalent 
cases at a high marginal rate of contribution. 

Historically, new' products have been a major 
factor in the industry's growth. Cherry 7-lJp, 
which was introduced in General Cinema 
Beverages' markets last summer, continues to 
grow, as does Diet Mountain Dew, which was 
launched in our markets in the spring of 1988. 
We do not expect to introduce any major new 
products in our markets in fiscal 1989. 

In 1988, 2-litre bottles and 12-pack cans were 
the fastest grow ing packages in our markets. We 
expect these packages to continue stimulating 




Die! drinks will be a 
major pari of our 
growth in fiscal 1989, 


In the U.S., soft 
drinks now account 
for 23.8% of all 
liquids consumed. 


volume growth in 1989. 

In the soft drink bot¬ 
tling industry, pricing re¬ 
mains the critical factor 
as we attempt to main¬ 
tain a balance between volume 
growth and profit margins. General Cinema 
Beverages has a long-standing policy of adjusting 
prices, as direct costs rise, to maintain margins. 
Overriding this philosophy, however, has been 
our policy of meeting price competition when¬ 
ever necessary to protect our market share. 

Since 1981, we have consolidated a large 
part of our production into five large, efficient 
regional facilities. In December 1988, we started 
production at our new 250,000 square foot 
state-of-the-art soft drink bottling facility in 
Twins burg, Ohio. This new facility is re¬ 
placing all our bottling 
lines in Cleveland, 

Akron, Youngstown, 
and Elyria, 

In September 1988, 

General Cinema 
Beverages acquired the 
exclusive rights to bottle 
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and distribute Pepsi-Cola and Dr Pepper prod¬ 
ucts in Ashtabula, Ohio. In 1988, the total sales 
tor the Ashtabula territory were more than 1.0 
million 8-oz. equivalent cases. The new fran¬ 
chise is adjacent to General Cinema's soft 
drink bottling franchises in Cleveland and 
Youngstown, which will further strengthen our 
presence in that market. Production require¬ 
ments for the Ashtabula market will be supplied 


The new 250,000 
square foot facility in 
Twinsburg, Ohio is 
one of the most 
modern and efficient 
bottling plants in the 
industry. 



Per capita 
consumption of 
soft drinks has more 
than doubled in the 
lost 20 years. 




from the new Twinsburg facility. 

Budgeted capital spending 
in fiscal 1989 is approxi¬ 
mately $40 million, down 
from the $46.7 million spent 
in 1988, reflecting the conclu¬ 
sion of our major plant consolidation program. 
We will continue to budget adequate funds to 
increase production capacity and improve oper- 
ating efficiencies in order to remain the most 
highly efficient and lowest-cost producer in all 
our franchise territories. 

We expect our soft drink bottling bus¬ 
inesses' grow th in unit volume, opera¬ 
ting profit and cash flow to continue in 
the years ahead. Soft drink bottling remains 
an attractive growth industry and we expect 
General Cinema Beverages will continue to 
hold a leadership position in the future. 


General Cinema 
Beverages has a 
broad product line, 
featuring Pepsi¬ 
Cola, Dr Pepper and 
7-Up brands. 
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T he Neiman Marcus Group (NMG) 
consists of three well-known con¬ 
sumer brand equities recognized as 
leaders within the specialty retailing industry: 
Neiman Marcus, Bergdorf Goodman and 
Contempo Casuals. 

NMG has a promising future, with excellent 
expansion prospects. General Cinema’s decision 
to exchange its holdings in Carter Hawley Hale 
Stores, Inc. for a controlling interest in NMG 
was based on a long-term commitment to spe¬ 
cialty retailing as a core operating business. 

During 1988, the much publicized slowdown 
in retail sales created a very difficult climate for 
retailing. Revenues for the year exceeded $1.2 
billion. NMG contributed $63.0 million to Gen¬ 
eral Cinema’s operating earnings before the mi¬ 
nority interest. These earnings were below our 
expected levels primarily due to three factors: 
lower than planned revenue growth, manage¬ 
ment’s decision to take additional markdowns to 
keep merchandise current, and the adoption of 
new; more conservative accounting policies. 

Despite the weakness in 
retail sales during 
the year, we 
resisted 
the temp¬ 
tation to 
scale back 
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long-term programs designed to enhance the fu¬ 
ture earning power of our businesses. We are 
applying to NMG the General Cinema philoso¬ 
phy of running businesses with a long-term view. 
Ultimately, w r e are confident that cash flows will 
increase, earnings will grow, and the overall 
value of the properties will increase accordingly. 

Neiman Marcus accounted for 76% of reve¬ 
nues of the retail group. Neiman Marcus initi¬ 
ated a major store renovation program in 1988 
that included significant space reallocations. The 
remodeling program is designed to ensure that 
each store offers a unique and stimulating retail 
environment and improves the productivity of 
our valuable real estate. By the end of 1991, we 
will have remodeled over one-third of the 3.2 
million square feet of gross space in Neiman 
Marcus stores. 

We also launched an aggressive store expan¬ 
sion program with the objective of opening 10 to 
12 new Neiman Marcus stores by 1995, primar¬ 
ily in major markets where we are not currently 
represented. 

Direct marketing will be an increasingly im¬ 
portant factor in retailing in the 199QV Direct 
mail allows us to expand the Neiman Marcus 
concept nationally without incurring the long¬ 
term real estate risks in markets that may not be 
able to support a Neiman Marcus store. 

In October 1988, NMG acquired Horchow 
Mail Order, Inc. Based in Dallas, Horchow will 
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contribute about $100 
million to fiscal 1989 
revenues and is being 
operated as part of 
Neiman Marcus, 

Horchow sells a selec¬ 
tion of upscale merchandise through four cata¬ 
logues, “The Horchow Collection," “Trifles," 


NMG's stores feature 
merchandise from 
leading designers. 


“Grand Finale" and “SGF." Its customer base 



consists of affluent consumers in the 40 to 65 
year old age category; which is similar to that 
served by Neiman Marcus and Bergdorf 
Goodman. 

Bergdorf Goodman, a store w ith a worldwide 
reputation for leadership in high style, prestige 
and quality, had record revenues and operating 
earnings in 1988. In September 1988, we an¬ 
nounced plans for 
a new Bergdorf 
Goodman 


Bl RGDORF 
(i(0)f)M\\ 


NMG's catalogues 
continue to be the 
most sought after in 
the retoil industry. 
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Accessories from 
leading designers 
are featured in 
our stores. 


A high level of 
service is important 
to NMG's customers. 


men's store at 745 Fifth Avenue, across the street 
from the existing Bergdorf store. The new loca¬ 
tion, containing approximately 45,000 square 
feet of space, is scheduled to open in 1990. This 
expansion will permit the men's space in the ex¬ 
isting store to be converted to highly successful 
and proven women's categories. 

Contempo Casuals, our chain of apparel 
stores catering primarily to young women be¬ 
tween the ages of IS 
and 25 w ho are in¬ 
terested in the 
latest, trendy fash¬ 
ions, had a difficult 
year. Revenues fell 
far short of plan 
and Contempo incurred a substantial operating 
loss in 1988. We have taken steps to improve 
Contempo's performance in fiscal 1989. First, we 
are improving our merchandise selection in order 
to strengthen our franchise with Contempo's core 
customer. Second, we have reduced operating ex¬ 
penses in virtually every area. Third, we have be¬ 
come more selective in evaluating new store sites. 
Finally, we are investing in programs to improve 
store productivity, including a new store front and 
the redesign of the interior space to enhance the 
display of merchandise. 

We are convinced that NMG's progress last 
year established a solid foundation for future 
profitable growth. 


A Neiman Marcus 
store will open in 
August 1989 at 
Tysons II shopping 
center in McLean, 
Virginia. 
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I n fiscal 1988 General Cinema Theatres 
had a 4.0% increase in total revenues, de¬ 
spite a slight decline in attendance. Box- 
office revenues rose 4.7% due to a higher 
average ticket price, while refreshment sales 
increased 4.0%. 

A review of the film year show's that the 1987- 
1988 Christmas season produced no block¬ 
busters. The summer season was slow- at the 
start, but as the summer progressed business im¬ 
proved and we experienced a record July at the 
box-office. 

The fall season suffered from a lack of prod¬ 
uct, due primarily to the distributors’ desire not 
to compete with television coverage of the Sum¬ 
mer Olympics in September and the election 
campaign in October. 

The appetite for filmed entertainment, both in 
and outside the home, is stronger than ever. The 
growth in home video through cable TV and 
videocassettes continues to stimulate high levels 
of investment in production of feature films, a 
situation which we believe will continue for 
some time. A favorable outlook for the supply of 
film has been a key factor in our decision to 
continue our expan- 
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We realized several years ago rhat in order to 
maintain our position as a leading motion pic¬ 
ture exhibitor, General Cinema Theatres would 
have to invest heavily to ensure that we had the 
most modern and convenient multiplex theatres 
in major strategic markets. As a result, our the¬ 
atre business has been supporting a capital in¬ 
vestment program for the past three years. This 
program has been paralleled by many of our ma¬ 
jor competitors, who have also been building 
new units. Consequently, there is a temporary 
saturation of screens in many of our markets. 
National movie patronage has remained con¬ 
stant at approximately 1.2 billion paid admis¬ 
sions annually for the past decade. The increase 
in the number of first-run screens, therefore, has 
diluted per-screen patronage throughout the in¬ 
dustry. Accordingly, because newer units have 
higher occupancy costs, they are not achieving 
the rates of return that we had envisioned in the 
1983-1986 period when the commitments were 
made to build the current group of new' theatres. 
Over time, w ith moderate ticket and refresh¬ 
ment price increases, careful operating cost con¬ 
trols and the eventual closing of obsolete 
theatres, we are convinced these new units will 
become increasingly profitable and that our 
theatre business w ill be strong once again. 

Our strategy is to concentrate our building 




effort on new, larger multiplexes 
in important film zones. We have 
targeted the top 30-35 U.S. markets 
with the highest box-office potential. 

We believe our circuit w ill be charac¬ 
terized by the best locations and 
most attractive facilities, and that we 
will ultimately command an important share 
in those markets. 

On October 31, 1988, we operated 1,359 
screens at 318 theatre locations, We opened 15 
new theatres with 112 new' screens in fiscal 1988 
and are planning to open about 26 theatres with 
213 new screens in 1989. We refurbished 14 the¬ 
atres with 53 screens in 1988 and are planning 
to refurbish an additional 16 theatres with 78 
screens in 1989. In 1988, we closed or sold 26 
theatres, primarily older units. 

By 1990, over 60% of 
our theatres and approxi¬ 
mately 75% of our 
screens will be new or 
w ill have been remodeled 
since 1985. As a result. 

General Cinema Theatres 


Promotions, such as 
the Presidential 
Straw Poll, 
boost refreshment 
sales. 


Refreshment stands 
provide fast, efficient 
service to theatre¬ 
goers. 
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General Cinema 
Theatres is 
supporting a $200 
million expansion 
and remodeling 
program. 


Refreshment sales 
have increased 
annually for the past 
12 years. 


will operate one of the most modern and well 
maintained theatre circuits in the United States. 

By 1991, the number of new theatres we con¬ 
struct each year should be about equal to the 
number of theatres closed, so that our circuit 
will be sustained at about 1,800 screens at ap¬ 
proximately 350 theatre locations. By the time 
we conclude our theatre building and remod¬ 
eling program we will have reinvested approx¬ 
imately $200 million. 

General Cinema 
Theatres also has an ag¬ 
gressive refreshment stand 
remodeling program. Dur¬ 
ing 1988, we replaced or 
remodeled 32 stands, and we are planning to 
renovate an additional 27 refreshment stands in 
1989. Our per capita refreshment sales have 
risen annually in each of the last 12 years. 

We enter 1989 optimistically. The Christmas 
pictures performed reasonably well and the film 
product for the balance of the year looks 
promising. 

Longer term we believe that the theatre 
exhibition business will offer improved 
profitability. General Cinema Theatres will 
operate one of the most modern theatre 
circuits in the country, positioning us to take 
full advantage of this opportunity. 


The movie-going 
habit remains an 
inlegroi part of the 
American way of life. 









FINANCIAL REVIEW 


For many years General Cinema's primary ob¬ 
jective has been to create value for its sharehold¬ 
ers and to provide a total return — appreciation 
in the market value of its shares plus dividends— 
well in excess of the rate of inflation. 

Management believes that it can create lasting 
value for shareholders over the long term by ac¬ 
tively managing operating businesses and finan¬ 
cial assets to enhance the Company’s earning 
power and generate a consistent and expanding 
cash How. 

The Neiman Marcus Group (NMG) 

General Cinema owns 16,292,073 shares of 
NMG common stock, or about 50% of the total 
outstanding shares. In addition. General Cinema 
owns 1,000,000 shares of NMG 6% preferred 
stock, which is convertible into 8,054,737 NMG 
common shares. Assuming conversion of the 6% 
convertible preferred shares. General Cinema 
owns a 59.9% equity interest in NMG. As a 
majority-ow ned subsidiary of General Cinema, 
NMG's financial statements are consolidated 
with those of General Cinema. 


The fiscal year for NMG ends on the Saturday 
closest to July 31 (July 30, 1988). Because NMG 
was acquired in August 1987, its operating re¬ 
sults for years prior to fiscal 1988 have not been 
consolidated in General Cinema's Statements of 
Earnings. 

NMG’s financial statements are consolidated 
in the Company's financial statements with 
a lag of one fiscal quarter. For example, NMG's 
operating results for the year ended July 30, 

1988 have been consolidated with the Com¬ 
pany's operating results for its year ended 
October 31, 1988. 

Although General Cinema view's specialty re¬ 
tailing as a core business, NMG is also a free¬ 
standing, public company with its shares listed 
on the New York Stock Exchange. As a conse¬ 
quence, General Cinema has no claim against 
NMG's assets, nor is it responsible for NMG’s 
liabilities. The Company also has no access to 
NMG's earnings or cash flow other than 
through the receipt of cash dividends paid by 
NMG. The reverse is also true as NMG has no 
claim against the Company’s assets. 


Earnings Per Share 

From Continuing Operations 

(Dollars) 


■ Dividends per share ■ C.P.I. 



Cash Flow Per Share 

Net Earnings excluding gain on sale of securities and dis 
continued items, plus noncash charges (excluding NMG) 
(Dollars) mLP.l 

2.00 



Over the last decade, per share earnings from continuing 
operations have grown at an average annual compound 
growth rate of Id.7%. The declines in 1987 and 1988 pri¬ 
marily reflect the additional carrying costs of investments 
made in recent years. Dividends per Common share have 
grown at an average annual compound grow th rate of 
20.0% over the last ten years. 


Over the last decade, cash flow per share has increased at an 
average annual compound growth rate of 9.6%, 
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Operating Results 

Fiscal 1988 revenues were $2.3 billion, including 
$1.2 billion from NMG. Earnings from continu¬ 
ing operations were $82.9 million or $1.12 per 
share. Net earnings were $87.7 million or $1.19 
per share, including earnings from discontinued 
operations of $4.9 million from the disposal of 
Super Video, a small videocassette rental 
business. 

General Cinema Beverages had a slight in¬ 
crease in operating earnings in fiscal 1988 to 
$94.1 million. This was achieved despite a 
highly competitive environment which included 
heavy price discounting in the soft drink 
industry. 

Operating earnings from specialty retailing, 
consolidated for the first time in 1988, were 
$63.0 million, which includes the operating 
earnings reported separately by NMG together 
with $3.9 million of adjustments for the effects 
of certain inventory-related costs being capital¬ 
ized and of purchase accounting adjustments. 
Profit margins were depressed by investment 
spending programs on store remodels, sales pro- 

Operating Margins 
(Percent) 



For the last ten years, operating margins, as a percent of 
revenue, have averaged 11.3%. The 1988 decline primarily 
reflects the inclusion of NMG operations for rhe first time. 


motion, customer service and new customer ac¬ 
quisition efforts. These programs are all aimed 
at strengthening the competitive position of 
NMG’s retail operations and, over time, should 
lead to higher earnings and increased cash flows. 

Theatre operating earnings were $16.4 mil¬ 
lion, down from $17.6 million in 1987. This busi¬ 
ness continues to be affected by higher operating 
expenses for new' units and by lower per-screen 
attendance. Profitability should begin to im¬ 
prove as the units opened over the last several 
years become established in their markets. 

In recent years, corporate activities, which in¬ 
clude management of the Company’s financial 
resources and investments, have had a significant 
impact on the Company’s financial position and 
earnings. In 1988, earnings were affected by in¬ 
terest expense (net of interest income) of $85.2 
million, associated principally with borrowings 
used to finance the Company’s investments in 
Cadbury Schweppes, RJR Nabisco and NMG. 
General Cinema received dividend income of 
$40.9 million primarily from its investments in 
Cadbury and RJR, and realized capital gains of 
$33.3 million from the sale of a portion of its 
RJR preferred stock in the first quarter and the 
conversion of exchangeable debentures into RJR 
common stock throughout the year. 

Profitability 

Operating margins (operating earnings as a per¬ 
cent of revenues) from continuing operations 
have generally remained steady in the last ten 
years. In the last two years operating margins 
declined because of higher operating costs asso¬ 
ciated with the expansion and modernization of 
the Company’s theatre circuit and, additionally 
in 1988, because of the inclusion of specialty- 
retailing for the first time. The specialty retailing 
business operated at a 5% margin in its first 
year reflecting the general softness in retail sales 
combined with NMG's planned program of re¬ 
investing aggressively in its three operating units. 
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FINANCIAL REVIEW (continued) 


Over the last ten years. General Cinema's af¬ 
ter-tax return on average shareholder equity has 
averaged 22.2%. This return is well above the 
13.7% average annual rate earned by the Stan¬ 
dard and Poor’s 400 Companies over the same 
period. In 1987 and 1988, the Company's return 
on average equity was 16.7% and 14.5% respec¬ 
tively. These lower returns were caused primarily 
by a significant increase in equity from $386.3 
million at the beginning of 1986 to $605.0 mil¬ 
lion at the end of 1988, reflecting gains from the 
sale of WGRZ-TV in 1986 and gains on the sale 
of securities in 1987 and 1988 as well as in¬ 
creases in retained earnings. 

The Company’s pre-tax return on average net 
assets employed was 15.2% compared to 16.0% 
in the prior year. The decline over the last several 
years is primarily attributable to the significant 
increase in average net assets, reflecting the 
Company’s significant investments in RJR, 
Carter Hawley Hale and Cadbury. In fact, the 


Return on Average Equity 
(Percent) 



78 79 80 81 82 83 84 85 86 87 88 


Over the last ten years, the Company's return on average 
equity has averaged 22.2%. Significant increases in equity in 
recent years coupled with lower net returns on investments 
have caused lower returns on equity. 


pre-tax return as measured by operating earn¬ 
ings divided by average operating assets (includ¬ 
ing operating assets of NMG) w'as 18.1%. 

Investments 

Cadbury Schweppes p.l.c . 

In November 1987, General Cinema acquired 
an additional 57.8 million ordinary shares of 
Cadbury and, in May 1988, purchased 4.6 mil¬ 
lion more shares, bringing its total holding to 
109,945,000 ordinary shares (approximately 
18.4% of Cadbury’s outstanding shares). At Oc¬ 
tober 31, 1988, the cost basis of the Company’s 
entire Cadbury investment was £244.6 million 
(sterling) or $413.8 million, with a marker value 
of £412.3 million (sterling), or $727.7 million. 

In June 1987, to reduce the cash carrying cost 
of this investment. General Cinema issued £ 110 
million (sterling) of 5% subordinated deben- 


Average Net Assets Employed 

Total assets less current liabilities excluding short-term debt 

(Dollars m millions) . . 

■ C ash and investments 

■ GCC operating assets NMG operating assets 

1500 



Average net assets employed have increased as the result of 
substantial investments made in the last several years. 
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tures due 2002 that were exchangeable into 
36.6 million ordinary shares of Cadbury at an 
approximate exchange price of 300 pence per 
share. General Cinema retained the option, in 
the event the debentures were submitted for ex¬ 
change, to give debenture holders cash in an 
amount equivalent to the market value of 
Cadbury shares due upon the exchange of de¬ 
bentures. During fiscal 1988, £32.5 million 
(sterling) of debentures were submitted for ex¬ 
change. The Company exercised its option to 
pay cash and, as a result, approximately 10.8 
million ordinary shares of Cadbury reverted 
back to General Cinema. 

The Company’s entire Cadbury investment 
has been financed with sterling denominated 
indebtedness, mitigating foreign currency 
exposure. 

RJR Nabisco , Inc. 

On October 31, 1988, the Company owned 
5,002,401 shares of RJR common stock, all of 
which were escrowed for the holders of General 


Cinema's 10% exchangeable subordinated de¬ 
bentures due 2008 and 2009. After the end of 
the fiscal year, the Company announced that it 
would redeem both issues of debentures on De¬ 
cember 30, 1988. Prior to that date, the deben¬ 
ture holders exercised their option to exchange 
their debentures for RJR shares. As a result of 
these exchanges, General Cinema will recognize 
a pre-tax capital gain of approximately $55 mil¬ 
lion in its 1989 first quarter. 

In the first quarter of fiscal 1988, the Com¬ 
pany sold 375,000 shares of its RJR Series R 
(11.5%) preferred stock, recording a pre-tax 
gain of S20.6 million. At October 31, 1988, the 
Company still owned an additional 648,225 
shares of RJR preferred stock. Under the terms 
of a tender offer approved by RJR’s Board of 
Directors, this preferred stock would be pur¬ 
chased at a price of $108 per share, equivalent to 
$70.0 million for General Cinema’s remaining 
holding. This transaction, if completed, would 
generate a pre-tax gain of $27.0 million. 


Return on Average Net Assets Employed 
(Percent) 


25 



Pre-tax return on average net assets employed in our busi¬ 
nesses has averaged 20.6% over the last ten years. 
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FINANCIAL, REVIEW (continued) 


Cash Flow 

As shown in the following schedule. Genera! 
Cinema has consistently generated a positive 
cash flow in excess of that required for capital 
expenditures and incremental working capital to 
sustain its growth. In the past three years capital 
expenditures have increased significantly, reflect¬ 


ing General Cinema Beverages’ and General Cin¬ 
ema Theatres’capital improvement programs. 
The following schedule does not include the cash 
flows of NMG. General Cinema does not have 
access to the NMG cash flow other than through 
the receipt of dividends. 


( .is /i (icnenmon 


(In millions) 

1988 1 

1987 

1986 

1985 

1984 

Working capital from operations* 

$11 5.8 

$112.4 

$140.9 

$1.35.8 

SI 11.8 

Changes in working capital other than cash** 

3.1 

4.3 

0.7 

(18.1) 

(9.5 ) 

Cash generated from operations 

1 IS. 9 

116.7 

141.6 

117.7 

102.3 

Capital expenditures 

9!,"' 

85.8 

87.0 

69,0 

S2.2 

Cash flow available tor other corporate 
purposes 

$ r.i 

$ 30.9 

$ 54.6 

$ 48.7 

$ 50.1 


* Net earnings excluding gam on sale of securities and discontinued items, plus noncash charges. 

**Cash includes short-term investments. 

1 Excludes NMG cash flows which are not available to General Cinema. 


Capitalization 
(Dollars in millions) 

■ Equity ■ GCC Senior Debt 

■ Subordinated Debt NMG Senior Debt 

1500 



The Company’s capita) structure consists primarily of cquiry 
and long-term, fixed rate subordinated debt. 


Common Stock Price Range 
Adjusted for stock splits 
(Dollars per share) 

35 


llt K h 


()< tuber tf i lose 


Low 



78 79 80 81 82 83 84 85 86 87 88 

General Cinema Common Stock has appreciated dramati¬ 
cally. If you had purchased one share on October M, 1978 for 
$34.75, on October 31, 1988 you would have owned 16 
shares worth $332.00. Your investment would have in¬ 
creased 855%, or 25.3% compounded annually. 
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Debt Financing 

In March 1988, the Company issued S125 mil¬ 
lion of 9Vi% subordinated notes due 2000. The 
net proceeds were used for general corporate 
purposes. 

Liquidity 

General Cinema entered 1989 in a strong finan¬ 
cial position with improved liquidity. As a re¬ 
sult of the redemption of the 10% subordinated 
debentures and the assumed sale of its RJR pre¬ 
ferred stock, the Company will receive approxi¬ 
mately $40 million (net of taxes) in cash and 
remove $102.5 million from its debt structure. 

In addition. General Cinema has several re¬ 
volving lines of credit under which it can borrow 
a total of $850 million. On October 31, 1988, 
$92.6 million was outstanding under these 
agreements, with the funds used principally to 
finance the Company’s Cadbury investment. 

It is important to note that the Company’s 
consolidated balance sheet for the year ended 
October 31, 1988 includes $180.4 million in 
long-term liabilities of NMG for which General 
Cinema is not responsible. 

The Company's capital and substantial finan¬ 
cial resources are more than adequate to support 
the expansion of its businesses. General Cinema 
Beverages had capital expenditures in fiscal 1988 
of $46.7 million, w r ith $40 million planned in 
1989. General Cinema Theatres’ capital expendi¬ 
tures in fiscal 1988 were $44.5 million, w r ith 
$53 million planned in 1989. NMG will finance 
its own capital expenditure program, budgeted 
at $95 million in fiscal 1989, independent of 
General Cinema’s resources. The Company’s 
excess capital and financial resources, there¬ 
fore, are available for other corporate activities, 
including investments and the acquisition of 
new operating businesses. 


Dividends 

The Company has a long-standing policy of re¬ 
turning a portion of its earnings and cash flow’ 
to shareholders through cash dividends. In Sep¬ 
tember 1988, the Board of Directors voted an 
11.1% increase in the quarterly cash dividend on 
the Common Stock to 10 cents per share. The 
Board also increased the quarterly dividends on 
the Series A Stock to 10.75 cents per share and 
on the Class B Stock to 9 cents per share. This is 
the 20th consecutive year in wdiich cash divi¬ 
dends have been increased. 

Capitalization and Shareholders’ Equity 
On October 31, 1988, shareholders’ equity was 
$605.0 million, or $8.25 per share, up from 
$542.3 million, or $7.42 per share, a year 
earlier. Long-term debt, excluding NMG’s 
debt,was $688.5 million, giving the Company a 
debt to equity ratio of 1.12 to 1. Substantially all 
of General Cinema’s debt consisted of long-term, 
fixed rate subordinated debentures with no 
sinking fund requirements. 

Summary 

General Cinema management has consistently 
sought to manage its businesses and financial 
resources with the objective of creating share¬ 
holder value through enhanced earning power 
and expanding cash flow. We remain committed 
to a goal of generating average annual rates of 
growth over time, in both earnings and cash 
flow, in excess of 5% to 10% above the rate of 
inflation. We believe the recent investments made 
in the Company’s businesses as well as other 
investments will enable General Cinema to 
sustain its growth in the years ahead. 
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1 L F. V 1 N - Y E A R S II M M A K Y (Unaudited) 

General t inema Corporation and Subsidiaries 
(In thousands except lor per share data) 



I98K 

1987 

1986 

1985 

Revenues 





Specialty retail operations 

$1,223,162 

$ 

$ 

$ 

Beverage operations 

720,979 

674,728 

638,792 

599,291 

Theatre operations 

379,685 

365,015 

351,346 

343,553 

Total 

2,323,826 

1,039,743 

990,138 

942,844 

Operating Earnings 

Specialty retail operations 

63,023 




Beverage operations 

94,1 19 

92,081 

89,821 

83,599 

Theatre operations 

16,449 

17,633 

26,735 

28,952 

Total 

173,591 

109,714 

116,556 

112,551 

Corporate Activities 





Administrative expenses-net 

29,700 

21,643 

11,905 

7,353 

Interest expense-net 

85,208 

55,235 

34,709 

34,941 

Dividend income 

(40,925) 

(61,871) 

(51,391) 

(51,059) 

Gam on sale of securities 

(33,2X1) 

(26,087) 

(4,069) 

- 

Total 

40,702 

(11,080) 

(8,846) 

(8,765) 

Earnings from continuing operations 
before income taxes and minority interest 

132,8X9 

120,794 

125,402 

121,316 

Income taxes 

46,735 

34,252 

33,262 

34,843 

Minority interest 

3,265 

- 

- 

- 

Earnings from continuing operations 

82,8X9 

86,542 

92,140 

86,473 

Net earnings 

$ 87,744 

$ 69,442 

$ 125,820 

$ 88,231 

Cash flow (a) 

$ 115,813 

$ 112,380 

$ 140,915 

$135,809 

Depreciation and amortization of capital assets 

85,351 

44,649 

47,581 

39,098 

Capital expenditures 

123,372 

85,763 

86,962 

69,000 

Cash dividends paid 

26,449 

22,475 

18,709 

15,843 

Total assets 

1,897,510 

1,647,418 

1,042,389 

945,213 

Total long-term debt (b) 

868,869 

686,693 

313,248 

294,188 

Shareholders' equity 

604,950 

542,299 

494,395 

386,253 

Long-term debt to shareholders* equity (c) 

1.44 to 1 

1.27 to 1 

.63 to 1 

.76 to 1 

Number of shares outstanding (d) 

73,557 

73,579 

73,420 

75,616 

Per share data (e) 





Earnings from continuing operations 

$1.12 

$1.18 

$1.25 

$1.14 

Net earnings 

1.19 

.94 

1.71 

1.17 

Common dividends paid 

.37 

.32 

.26 

.21 

Book value 

8.25 

7.42 

6.78 

5.31 


(a) Net earnings excluding gam on sale of securities and discontinued items , plus noncash charges (excluding NMGJ. 

(b) Including NMG debt of $180.4 million tn 19SS and $1,10.6 million in I9S7 for which General Cinema is not responsible. 

(c) With the Company's investment in NMG earned at cost, the long-term debt to shareholders' equity ratio uas 1.12 to 1 and 1.03 to I in 19H8 and 19S7, 
respectively. 

(d) Weighted average number of common shares and common share equivalents outstanding adfusted to reflect stock splits and stock dividends. 

(e) Assuming full conversion of Series A shares into Common Stock. 
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1984 


S 

512,736 
352,864 

865,600 


66,673 

30,291 

105,964 

9,612 
30,03 I 
(39,932) 
(1,992) 

(2,281) 


108,245 

36,919 


71,326 
$1 10,959 


$11 1,815 

36,592 
52,18 1 
13,596 
991,448 
407,865 
355,922 
1.15 to I 
75,402 


$ .95 
1.47 
.17 
4.73 


1984 


$ 

473,140 

355,183 

828,323 


63,121 

35,604 

98,725 

9,582 

20,746 

(19,370) 


10,958 


87,767 

33,942 


53,825 
S 98,519 


$ 97,167 
37,571 
53,992 
11,220 
619,157 
140,563 
259,096 
.54 to I 
75,232 


$ .72 
1.31 
.14 
3.46 


1982 


$ 

451,462 
345,751 

797,213 


61,229 

35,927 

97,156 

10,225 

24,222 

(5,476) 

(6,915) 

22,056 

75,100 

28,505 

46,595 
$ 48,036 


$ 85,180 
38,098 
42,741 
9,861 
592,809 
283,217 
169,157 
1.67 to 1 
80,732 


S .58 
.60 
.13 
2.28 


1981 

445,012 

325,579 

770,591 

59,004 

32,509 

91,513 


5,516 

5,364 


10,880 

80,633 

36,629 

44,004 
S 44,265 


S 83,885 
37,057 
47,277 
9,240 
503,328 
156,436 
203,815 
.77 to I 
88,648 


$ .50 
.50 

.1 1 

2.32 


1980 


$ 

412,321 

310,383 

722,704 


54,018 

28,130 

82,148 


5,000 

8,623 


13,623 


68,525 

30,602 


37,923 
S 29,931 


$ 73,814 
35,368 
49,790 
7,800 
441,796 
155,292 
168,542 
.92 to 1 
88,076 


$ .43 
.34 
.09 
1.92 


1979 

$ 

364,836 

269,010 

633,846 


46,197 

27,889 

74,086 


3,343 

8,741 


12,084 


62,002 

27,170 


34,832 
$ 26,472 


$ 71,207 
32,469 
57,088 
6,472 
385,325 
149,085 
146,217 
1.02 to 1 
87,876 


$ .40 
.30 
.08 
1.67 


1978 


$ 

315,156 

268,153 

583,309 


38,739 

25,399 

64,138 


3,450 

9,445 


12,895 


51,243 

23,401 


27,842 
$ 24,213 


$ 56,028 
27,145 
51,529 
5,216 
351,641 
148,322 
125,929 
1.18 to 1 
88,920 


$ .31 
.27 
.06 
1.44 
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CONSOLIDATED BALANCE SHEETS 

Cicneral Cinema C orpor.uion and Subsidiaries 
(Dollar amounts in thousands) 


Assets 

October U 

1987 

Current assets 



Cash and cash equivalents 

Accounts receivable-trade, less allowance for 

$ 22,911 

$ 91,629 

doubtful accounts of $5,920 and $4,465 

207,207 

208,486 

Sundry deposits and receivables 

51,279 

39,035 

Inventory 

258,562 

246,058 

Other current assets 

20,748 

30,083 

Total current assets 

570.907 

615,291 

Property ; plant ami equipment 

Land, buildings and improvements 

477,94 1 

412,799 

Equipment, fixtures and vehicles 

471,690 

438,898 


956,622 

851,697 

Less accumulated depreciation and amortization 

222,927 

276,315 

Total net property, plant ami equipment 

623,706 

575,382 

Investments 

Cadbury Schweppes p.Lc. 

413,819 

135,453 

RJR Nabisco, Inc. 

108,904 

149,377 

Other 

20,476 

13,945 

Total investments 

542,199 

298,775 

()ther assets 

24,944 

38,985 

Intangibles 

124,754 

118,985 


$1,897,510 

$1,647,418 


See wo tes to consolidated financial statements 
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October 31 


Liabilities and Shareholders ’ Equity 


Current liabilities 

Long-term liabilities—due within one year 
Accounts payable and other current liabilities 
Taxes payable 


Total current liabilities 


Long-term liabilities 
Senior debt 
Subordinated debt 
Other _ 

Total long-term liabilities 


Unearned exchange income 
l deferred income taxes 
Commitments and contingencies 
Shareholders' equity 

Preferred stock; Authorized-40,000,000 shares 
Series A Cumulative Convertible—$1.00 par value 
lssued-4,715,493 and 4,863,442 shares 

Comwow stocks: 

Class B Stocfc—$1.00 par value 
Authorized-40,000,000 shares 
Issued—22,099,108 and 22,164,108 shares 
Common Stock-S 1.00 par value 
Authorized-80,000,000 shares 
Issued—46,526,741 and 46,105,982 shares 

Paid-in capital 

Retained earnings 

Total shareholders ' equity 


mx 

1987 

S 6,834 

315,623 
21,931 

$ 7,014 

308,636 
23,654 

344,388 

339,304 

241,41 l 

575,471 i 
51,987 

103,143 

518,630 

64,920 

868,869 

686,693 

26,736 

34,498 

52,567 

44,624 

4,715 

4,863 

22,099 

22,164 

46,527 

46,106 

1,148 

- 

530,461 

469,166 

604,950 

542,299 

$1,897,510 

$ 1,647,418 
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CONSOLIDATED STATEMENTS OF EARNINGS 


General Cinema Corporation and Subsidiaries 
(In thousands except tor per share data) 


Years ended October il 

mn 

IS87 

im 

Revenues 

Specialty retail operations 

Beverage operations 

Theatre operations 

$1,223,162 

720,979 

379,685 

$ 

674,728 

365,015 

$ 

638,792 

351,346 


2,323,826 

1,039,743 

990,138 

(operating costs and expenses 

Costs applicable to revenues: 

Specialty retail operations 

866,325 



Beverage operations 

416,394 

398,640 

378,045 

Theatre operations 

331,049 

311,198 

294,087 

Selling, delivery, and general and administrative expenses 

536,467 

220,191 

201,450 

Operating earnings 

173,591 

109,714 

116,556 

Corporate activities 

Administrative expenses—net 

29,700 

21,643 

11,905 

Interest expense—net of interest income 
of $7,743, $5,189 and $5,492 

85,208 

55,235 

34,709 

Dividend income 

(40,925) 

(61,871) 

(51,391) 

Gain on sale of securities 

(33,281) 

(26,087) 

(4,069) 

(Income) expense from corporate activities-net 

40,702 

(11,080) 

(8,846) 

Earnings from continuing operations 
before income taxes and minority interest 

132,889 

120,794 

125,402 

Income taxes 

46,735 

34,252 

33,262 

Minority interest 

3,265 

— 

— 

Earnings from continuing operations 

82,889 

86,542 

92,140 

Discontinued operations 

Loss from discontinued operations net of 
income taxes of ($2,562) and ($877) 


(T672) 

(1,222) 

Gain (loss) on disposal of discontinued operations net of 
income taxes of $2,501, ($6,917) and $12,500 

4,855 

(13,428) 

34,902 

Net earnings 

$ 87,744 

$ 69,442 

$125,820 

Net earnings (loss) per common and common equivalent share 




From continuing operations 

$1.12 

$1.18 

$ i .25 

From discontinued operations 

.07 

(.24) 

.46 

Net earnings 

$1.19 

$ .94 

$1.71 


See notes to consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 

General Cinema Corporation and Subsidiaries 
{Increase (decrease) of cash m thousands) 


Years ended (ktober U 

ms 

1487 

I486 

Cash flows from operations 




Net earnings 

$ 87,744 

$ 69,442 

S125,820 

Adjustments to reconcile net earnings to 




net cash provided by operations 




Depreciation and amortization 

85,351 

44,649 

47,581 

Gain on sale of securities 

(33,281) 

(26,087) 

(4,069) 

(Gain) loss on disposal of discontinued operations 

(4,855) 

13,428 

(34,902) 

Other items 

19,754 

10,948 

6,485 


154,713 

112,380 

140,915 

Change in assets and liabilities: 




Trade and sundry receivables 

(11,165) 

(11,297) 

(5,215) 

Inventory 

(12,504) 

(4,135) 

(482) 

Other current assets 

(665) 

14,528 

(6,323) 

Accounts and taxes payable 

5,264 

5,182 

12,750 

Net cash provided by operations 

135,643 

116,65 8 

141,645 

Cash flows from investment transactions 




Additions to property and equipment 

(123,372) 

(85,763) 

(86,962) 

Net proceeds from disposition of assets 

43,453 

25,160 

50,174 

Investments 

(287,245) 

(84,655) 

(44,903) 

Other items 

(4,522) 

3,951 

423 

Acquisition of NMG, net of cash acquired 

- 

(116,700) 

- 

Net cash used by investment transactions 

(371,686) 

(258,007) 

(81,268) 

Cash flows from financing transactions 




Issuance of long-term debt 

499,366 

302,174 

51,795 

Repayment of debt 

(306,948) 

(67,001) 

(81,995) 

Cash dividends paid 

(26,449) 

(22,475) 

(18,709) 

Equity transactions—net 

1,356 

937 

1,030 

Net cash provided (used) by financing transactions 

167,325 

213,635 

(47,879) 

Cash and cash equivalents 




Increase (decrease) during the year 

(68,718) 

72,286 

12,498 

Beginning balance 

91,629 

19,343 

6,845 

Ending balance 

$ 22,911 

$ 91,629 

S 19,343 


See notes to consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY 

General Cinema Corporation and Subsidiaries 
(Dollar amounts in thousands) 


Vi’jrs ended ( htober >/, 

('ommon Stocks 

Senes 4 Stock 

Paid-in 

Relamed 

ms. mi and 

Shares 

Amount 

Shares 

A mount 

( afutal 

1 amines 

Balance—October >1, 1985 

66,414,1 16 

$66,415 

6,308,214 

$ 6,308 

$ 

$313,530 

Net earnings 






125,820 

Cash dividends paid 







• $.2625 per Common share 






(11,863) 

• $.2363 per Class B share 






(5,246) 

• $.2925 per Series A share 






(1,600) 

Conversion of Series A Stock 

1,312,440 

1,312 

(1,312,440) 

(1,312) 



Shares issued on exercise of 







stock options 

144,408 

144 

69,584 

70 

985 


Shares contributed to employee 







stock plan 

19,168 

19 



355 


Shares reacquired and retired 

(23,278) 

(23) 

(332) 

(1) 

(518): 


Bala nee-October 31, 1986 

67,866,854 

67,867 

5,065,026 

5,065 

822 

420,641 

Net earnings 






69,442 

Effect of applying 100% 







stock dividend 





(1,558) 

1,558 

Cash dividends paid 







• $.315 per Common share 






(14,487) 

•$.2835 per Class B share 






(6,286) 

• $.345 per Series A share 






(1,702) 

Conversion of Series A Stock 

277,060 

111 

(277,060) 

(277) 



Shares issued on exercise of 







stock options 

121,338 

121 

75,856 

76 

610 


Shares contributed to employee 







stock plan 

13,940 

14 



355 


Shares reacquired and retired 

(9,102) 

(9) 

(380) 

(1) 

(229) 


Balance-October 31, 1987 

68,270,090 

68,270 

4,863,442 

4,863 

- 

469,166 

Net earnings 






87,744 

Cash dividends paid 







• $.37 per Common share 






(17,171) 

• $.333 per Class B share 






(7,364) 

• $.40 per Series A share 






(1,914) 

Conversion of Series A Stock 

205,781 

206 

(205,781) 

(206) 



Shares issued on exercise of 







stock options 

116,974 

117 

63,260 

63 

708 


Shares contributed to employee 







stock plan 

39,930 

40 



744 


Shares reacquired and retired 

(6,926) 

(7) 

(5,428) 

(5) 

(304) 


Bala nee-October \\ y 1988 

68,625,849 

$68,626 

4.'1 5,49? 

$ 4," 15 

$ 1,148 

$5 >0,46 1 

i 


See notes to consolidated financial statements. 


30 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 































NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

General Cinema Corporation and Subsidiaries 


Years ended October 31, 1988, 1987, and 198 6 


L Summary of Significant Accounting Policies 

Principles of consolidation 
All majority-owned subsidiaries are included in 
the consolidated financial statements. The finan¬ 
cial statements of The Neiman Marcus Group, 
Inc. (NMG) are consolidated with a lag of one 
fiscal quarter. The October 31, 1988 consoli¬ 
dated financial statements include the July 30, 
1988 consolidated financial statements of 
NMG. Because NMG w r as acquired in August 
1987, fiscal 1988 is the first year NMG’s results 
of operations are included in the Company’s 
consolidated statements of earnings. The Octo¬ 
ber 31, 1987 consolidated financial statements 
include the August 2, 1987 consolidated balance 
sheet of NMG. Minority interest includes the 
payment of cash dividends to minority share¬ 
holders of NMG in excess of the equity available 
to such shareholders. All significant intercom¬ 
pany accounts and transactions have been 
eliminated. 

Cash equivalents 

Cash equivalents consist of short-term, highly 
liquid investments which are readily convertible 
into cash. 

Inventory 

Inventories are stated at the lower of cost or 
market. The Company’s inventories consist pri¬ 
marily of retail merchandise inventories valued 
using the retail method on the last-in, first-out 
(LIFO) basis. The retail method using the LIFO 
cost flow assumption for valuing substantially 
all of its inventories w r as adopted by NMG dur¬ 
ing fiscal 1988. In fiscal year 1988, the LIFO 
adjustment to cost of goods sold was a charge of 
$6,707,000. Other inventories are valued on the 
first-in, first-out (FIFO) basis. 

Intangibles , principally beverage franchises and 
goodwill 

Intangibles acquired prior to fiscal 1971 are not 
amortized because management considers their 
value to be of a permanent nature. Intangibles 
resulting from acquisitions subsequent to fiscal 
1970 consisting of $29,142,000 of beverage 
franchises (including $7,734,000 acquired in 
1988) and $67,196,000 of goodwill are amor¬ 
tized on the straight-line basis, over 40 years. 


The amortization amounted to $2,794,000 in 
1988, $670,000 in 1987, and $723,000 in 1986. 

Unearned exchange income 
Unearned exchange income represents the value 
of the exchange rights associated with the 10% 
exchangeable subordinated debentures due 2008 
and 2009. The value was determined using the 
difference between the interest rates at which the 
debentures were issued and the estimated rates 
at which the debentures would have been issued 
absent the exchange feature. This amount is 
being amortized over the terms of the deben¬ 
tures. These debentures were called for redemp¬ 
tion subsequent to October 31, 1988. (See note 6 
to the financial statements.) 

Income taxes 

Income taxes are based on amounts included in 
the consolidated statements of earnings. Deferred 
taxes result from differences between the time 
that certain revenue and expense items are rec¬ 
ognized in computing tax expense for financial 
statement purposes and when these items are 
actually reported for income tax purposes. 

Depreciation and amortization 
Depreciation and amortization are provided on 
the straight-line method over the estimated use¬ 
ful lives of the related assets, or over the terms of 
the related leases, if shorter. 

Finance charge income 

Finance charge income related to NMG charge 
accounts is treated as a reduction of selling, 
delivery, and general and administrative 
expenses. The amount included in fiscal 1988 
was $22,200,000. 

Changes in presentation 

Certain amounts reported in prior years have 

been reclassified to conform to the 1988 

presentation. 

2. The Neiman Marcus Group, Inc. 

In August 1987, in exchange for its investment in 
Carter Hawley Hale Stores, Inc. (CHH), the 
Company received 16,292,073 shares of Ex¬ 
changeable Adjustable Voting Common Stock 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 
(General Cinema Corporation anti Subsidiaries 


and 1,000,000 shares of 6% Cumulative Ex¬ 
changeable Convertible Adjustable Voting Pre¬ 
ferred Stock of NMG, a newly formed specialty 
retailing company, together with $124,633,000 
in cash. Of the Company's cumulative invest¬ 
ment in CHH of $513,054,000, $97,091,000 
was considered liquidated for cash resulting in 
a pre-tax gain of $21,810,000 after expenses of 
the transaction. The remaining $415,963,000 is 
considered the initial cost of the Company's 
equity investment in NMG. 

As a result of the acquisition, the Company 
owns 50% of the common stock of NMG, and 
all of the outstanding 6% preferred stock of 
NMG, which is convertible, subject to certain 
limitations, into 9.9% of the common stock of 
NMG. Assuming conversion of the NMG pre¬ 
ferred stock, the Company has a 59.9% equity 
interest in NMG. This acquisition was ac¬ 
counted for using the purchase method, and 
NMG's assets and liabilities were recorded at 
their estimated fair values at the acquisition 
date. The excess of the purchase price over the 
fair value of the identifiable net assets acquired 
was $68,405,000. 

Although the Company has a significant 
equity investment in NMG, and several of the 
Company's directors and officers hold similar 
positions with NMG, the Company's voting in¬ 
terest is limited, pursuant to a formula, until 
January 1993. The Company does not own any 
of the assets and is not liable for any of the 
liabilities of NMG. The earnings and cash flow 
of NMG are not available to the Company ex¬ 
cept through payment hy NMG of the 6% an¬ 
nual dividend on the $374,923,000 stated value 
of preferred stock, and the dividends paid on the 
Company's shares of NMG common stock. 

At the time of NMG’s formation, NMG en¬ 
tered into certain agreements with CHH, includ¬ 
ing agreements concerning taxes, employee 
benefits and information services. The Tax Allo¬ 
cation Agreement covers certain tax matters in¬ 
cluding the payment of taxes, the filing of tax 
returns, and the sharing of tax liabilities and 
benefits. In the Employee Benefits Agreement 
NMG agreed, among other things, to he liable 
for one-half, and to guarantee the other half, of 
certain CHH unfunded employee benefit obliga¬ 


tions. The Information Services Agreement pro¬ 
vides that CHE! will furnish NMG with certain 
data processing and programming services until 
the agreement terminates (between 1990 and 
1992 at NMG's option) at which time NMG 
will pay a termination fee. At July 30, 1988, 
$16,997,000 and $29,171,000 were included in 
accounts payable and other current liabilities 
and other long-term liabilities, respectively, 
which relate to the agreements with CHH. At 
July 30, 1988, NMG guaranteed approximately 
$17,000,000 of certain CHH unfunded employee 
benefit obligations. 

3. Description of Continuing Operations 

The Neirnan Marcus Croup, Inc. 

NMG operates three specialty retail store busi¬ 
nesses, Neirnan Marcus, Bergdorf Goodman and 
Con tempo Casuals. Neirnan Marcus operates 22 
stores in nine states and the District of Colum¬ 
bia; Bergdorf Goodman operates one store in 
New York City; and Contempo Casuals oper¬ 
ates 218 retail stores located in 29 states. In ad¬ 
dition, both Neirnan Marcus and Bergdorf 
Goodman operate mail order businesses. 

Subsequent to July 30, 1988 % NMG acquired 
Horchow Mail Order, Inc., for $117,000,000 in 
cash subject to adjustment. The acquisition will 
be accounted for as a purchase. Horchow offers 
high quality merchandise through catalogues. 
Horchow is being operated as part of Neirnan 
Marcus. 

General Cinema Beverages 
The Company manufactures and distributes soft 
drinks, principally Pepsi-Cola, l)r Pepper and 
7-UP products. The beverage business is con¬ 
ducted primarily under franchise agreements. 
Production and distribution facilities are located 
in nine states. 

General Cinema Theatres 
The Company operates 1,359 screens at 318 the¬ 
atre locations in 33 states. The theatre units are 
predominantly multi-screen complexes located 
in or near regional shopping centers. 
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Additional financial information 


(In thousands) 


1988 

1987 

1986 

Revenues: 

Specialty retailing 

Beverage 

Theatre 


S 1,223,162 
720,979 
379,685 

$ 

674,728 

365,015 

$ 

638,792 

351,346 

Total revenues 


$2,323,826 

$1,039,743 

----- ■! 

S 990,138 

Operating earnings: 

Specialty retailing 

Beverage 

Theatre 


% 63,023 

94,119 
16,449 

$ 

92,081 
17,633 

S 

89,821 

26,735 

Total operating earnings 


$ 173,591 

$ 109,7 M 

S 116,556 

Identifiable assets: 

Specialty retailing 

Beverage 

Theatre 

Corporate 


S 766,444 
349,033 
216,174 
565,859 

$ 721,785 
330,167 
188,458 
407,008 

$ 

320,627 

164,064 

543,118 

Total identifiable assets 


$1,897,510 

$1,647,418 

$1,027,809 

Capital expenditures: 

Specialty retailing 

Beverage 

Theatre 

Corporate 


$ 31,639 

46,6 t 3 
44,542 
518 

$ 

39,988 

42,697 

3,078 

$ 

38,652 

33,067 

2,238 

Total capital expenditures 


S 123,372 

$ 

$ 73,957 

Deprec iation and amortization: 

Specialty retailing 

Beverage 

Theatre 

Corporate 


S 37,845 
31,273 
15,745 
488 

$ 

30,836 

13,520 

293 

$ 

29,496 

12,519 

79 

Total depreciation and amortization 


$ 85,351 

S 44,649 

S 42,094 

: 
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N O r E S TO CONSOLIDATED FINANCIAL S T A I E M E N T S (com.mu-d) 

( ii ncral ( memu Corporation and Subsidiaries 


4.Inventory 

(In thousands) 

mn 

m? 

Merchandise inventories 

$22hJ <4 

$212,572 

finished products 

18,070 

17,576 

Raw materials and supplies 

12,6S6 

14,251 

Products held for resale 

1,71)2 

1,859 


$258,562 

$246,058 

5. Investments 



Cadbury Schweppes p.ic. 

(Cadbury) 

The Company ow ned 109,945,000 and 


47,500,000 ordinary shares of Cadbury with a 
market value of approximately $727,698,000 
and $193,204,000 at October 31, 1988 and 
1987, respectively. At October 31, 1988 the Com¬ 
pany's holdings represented approximately 
18.4% of the outstanding shares of Cadbury. 

The investment is carried at cost. 

In June 1987, the Company issued 1 110,000,000 
(sterling) principal amount of 5% subordinated 
debentures due 2002, exchangeable for 
36,630,000 ordinary shares of Cadbury. In ac¬ 
cordance with the terms of these debentures, the 
Company has exercised its option to pay cash in 
an amount equivalent to the market value of 
Cadbury shares due upon the exchange of de¬ 
bentures. As a result of debenture exchanges 
during the year, approximately 10,810,000 ordi¬ 
nary shares of Cadbury reverted from escrow to 
the Company, and the cost basis of the invest¬ 
ment was increased by the difference between 
the net amounts paid and the debt amounts re¬ 
tired. At October 31, 1988, approximately 
25,820,000 ordinary shares of Cadbury were 
held m escrow under the terms of the deben¬ 
tures. (See note 6 to the financial statements.) 

The Company has financed all Cadbury share 
purchases with sterling denominated indebted¬ 
ness and therefore no gains or losses on foreign 
currency fluctuations are incurred. 


RJR Nabisco , Inc. (RJR) 

In October 1982, the Company received 
6,589,568 shares of RJR common stock and 
1,023,225 shares of RJR Series B (11.5%) cumu¬ 
lative preferred stock in exchange for its shares 
of Heublein, Inc. in which the Company had 
made an investment. The investment is carried at 
cost. 

Common Stock —The Company owned 
5,002,401 and 6,186,266 shares of RJR com¬ 
mon stock, at October 31, 1988 and 1987, re¬ 
spectively, all of which was held in escrow in 
accordance w ith the terms of its 10% exchange¬ 
able subordinated debentures due 2008 and 
2009. In 1988 and 1987, $31,240,000 and 
$1,688,000 principal amount of these deben¬ 
tures were exchanged for 1,183,865 and 60,556 
shares of RJR common stock, resulting in a pre¬ 
tax gam of $12,509,000 and $706,000 in 1988 
and 1987, respectively. 

Subsequent to October 51, 1988, the Company 
called for redemption both issues of its 10% ex¬ 
changeable subordinated debentures and all of 
the outstanding debentures were exchanged 
for the balance of its investment in RJR common 
stock. (See note 6 to the financial statements.) 

Series B Preferred Stock —-The Company owned 
648,225 and 1,023,225 shares of RJR Series B 
preferred stock with a market value of approxi¬ 
mately $68,064,000 and $121,764,000 at Octo¬ 
ber 31, 1988 and 1987, respectively. These shares 
are redeemable at $100 per share commencing in 
November 1989. In January 1988, the Company 
sold 375,000 shares of RJR Series B preferred 
stock, resulting in a pre-tax gain of $20,591,000. 
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6. Long-term Liabilities (excluding current maturities) 


(In thousands) 


Interest Rare 

Maturtfy 

1988 

Revolving lines of credit 

w 

Variable 


$ V2.63 5 

Subordinated exchangeable debentures 

(b) 

5.0% 

2002 

125,416 


(c) 

10.0% 


103,549 

Subordinated notes 

(d) 

9.375-10.75% 

1995-2000 

548,506 

Other long-term liabilities 

(e) 

6.75-12.8% 

1989-2022 

20,556 

Total before long-term liabilities of NMG 




688,460 

Long-term liabilities of NMG 





Revolving credit agreement 

<f> 

Variable 


70,001) 

Mortgage debt 

ig) 

6.5-13.45% 

1989-1999 

S3,2^7 

Capital lease obligations 

(h) 

3.93-8.89% 

1989-2005 

8,08 5 

Other long-term liabilities 

(i) 



49.1)4^ 

Total long-term liabilities of NMG 




180.409 





$868,86V 


1987 

S 12,000 
167,974 
126,941 
223,715 
25 , 440 ; 

556,070 


59,766 

8,570 

62,287 

110,623 

$686,695 


(a) The Company maintains several revolving 
lines of credit under which it can borrow’ up to 
an aggregate of $850,000,000. 

The Company has entered into agreements 
with ten foreign hanks pursuant to which the 
Company may borrow, on a revolving credit ba¬ 
sis, an aggregate of $500,000,000 (or the equiv¬ 
alent in certain specified foreign currencies). The 
Company may terminate these agreements at 
any time, and each of the banks may terminate 
its agreement on not less than two years’ notice. 
The rate of interest payable under each of the 
credit agreements is, at the Company’s option, 
the prime rate, a function of the London Inter- 
Bank Offering Rate, a function of the domestic 
certificate of deposit rate, or any other rate mu¬ 
tually agreed to between the Company and the 
hank. The credit agreements do not require the 
Company to maintain compensating balances. 
The agreements require the Company to pay a 
commitment fee at an annual rate of '/«% of the 
unused credit line. During 198(8 and 1987, the 
largest aggregate amounts borrowed under 
the ten revolving credit agreements were 
$240,446,000 and $179,378,000, respectively. 

The Company’s 1985 revolving credit 
agreement provides for a maximum credit of 
$350,000,000. The rate of interest payable un¬ 
der the credit agreement is, at the Company's 
option, the prime rate, a function of the London 


Inter-Bank Offering Rate or a function of the 
domestic certificate of deposit rate. The credit 
agreement does not require the Company to 
maintain compensating balances. The Company 
pays a commitment fee at an annual rate of */4% 
of the unused credit line. As of October 31, 1988 
and 1987, there were no outstanding borrowings 
under this revolving credit agreement. There 
were no borrowings by the Company during 
1988 under this revolving credit agreement, and 
during 1987 the largest amount borrowed was 
$165,000,000. 

(b) In June 1987, the Company issued 
£110,000,000 (sterling) principal amount of 5% 
subordinated debentures due 2002, exchange¬ 
able for 36,630,000 ordinary shares of Cadbury 
with no sinking fund requirements. The deben¬ 
ture holders may require the debentures to be 
redeemed by the Company on June 9. 1992 at 
122-Vx% of their principal amount, a redemption 
price which w’ould provide the holder with an 
8.67% effective yield per annum. Until June 9, 
1992, the Company will, for accounting pur¬ 
poses, provide for interest expense in an amount 
equal to 8,67% of the principal amount of the 
debentures but only pay the 5% stated rate. T he 
accrued difference (between the 8.67% effective 
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NOTES T O CONSOLIDATED FINANCIAL S T A T E M E N 1 S (continued) 

(■eneral Cinema ( orporation and Subsidiaries 


yield and the 5% interest currently payable to 
debenture holders) has been included in long¬ 
term debt. There was $6,989,000 and 
$2,800,000 of such interest accrued at October 
31, 1988 and 1987, respectively. The Company 
may redeem the debentures at a price equal to 
105% in 1988 declining by one percent annually 
to par in 1993. However, the Company may not 
redeem the debentures prior to June 1992 unless 
the market value of the Cadbury shares (as they 
may he adjusted or supplemented to protect 
against dilution) to he delivered exceeds £1,300 
per £1,000 principal amount of debentures for a 
specified period. The Company has the right to 
substitute cash in an amount equivalent to the 
market value of the Cadbury shares and any 
other property to be delivered upon exchange. 
During 1988, the Company exercised its option 
to pay cash in connection with the exchange of 
£32,463,000 (sterling) or $48,748,000 principal 
amount of debentures. During 1987 there were 
no exchanges of debentures. 

(c) In April 1983, the Company issued 
$100,000,000 of 10% subordinated debentures 
due 2008, exchangeable for 3,984,000 shares 
of RJR common stock with no sinking fund 
requirements. In January 1984, the Company 
issued $78,167,000 of 10% subordinated deben¬ 
tures due 2009, exchangeable for 2,605,568 
shares of RJR common stock with no sinking 
fund requirements. Both debenture issues were 
reflected as long-term debt net of an aggregate 
debt discount of $32,357,000 and $40,205,000 
at October 31, 1988 and 1987, respectively, at¬ 
tributable to the exchange features. 

On November 23, 1988, the Company called 
for redemption both issues of its 10% subordi¬ 
nated debentures. Because the value of the un¬ 
derlying RJR common shares substantially 
exceeded the redemption price of the debentures, 
all of the outstanding debentures were ex¬ 
changed for RJR common stock prior to the De¬ 
cember 30, 1988 redemption date. This 
transaction will result in a pre-tax gain of ap¬ 
proximately $55,000,000 in the first quarter of 
fiscal 1989. 


(d) The Company has three issues of subordi¬ 
nated notes. 


Issue l)dte 

Principal 

Amount 

Interest 

ILite 

1 )ue 

June 1985 

S 100,(KK),000 

10.75*55 

1995 

July 1487 

SI 25,000,000 

9.375% | 

199? 

March 1488 

$125,000,000 

9.5% 

2000 


The notes due 1995 may be redeemed at any 
time on or after June 1, 1992 at par value. The 
remaining notes may not be redeemed prior to 
their maturity. There are no sinking fund re¬ 
quirements. The subordinated notes are re¬ 
flected as long-term debt net of discount of 
$1,494,000 and $1,285,000 at October 31, 1988 
and 1987, respectively. 

(e) Other long-term liabilities consist primarily 
of capital lease obligations on theatre properties 
and beverage equipment. Assets under capital 
leases included in property, plant and equip¬ 
ment net of amortization were $10,069,()()() and 
$12,904,000 at October 31, 1988 and 1987, 
respectively. The minimum payment obligations 
arising from the above leases at October 31, 

1988 are as follows: I9X9-$4,344,000; 
1990-SI,707,000; 1991-$!,718,000; 1992- 
$1,616,000; 1993—$1,446,000; all years thcre- 
after-$12,977,000. The present value of the fu¬ 
ture minimum lease payments is $10,932,000. 

(f) NMG has established a revolving credit 
agreement with eight banks pursuant to which 
NMG may borrow up to $250,000,000. NMG 
may terminate the agreement at any time, and 
the banks may terminate the agreement on not 
less than three years 1 notice. The rate of interest 
payable (8.13% at July 30, 1988) varies accord¬ 
ing to one of four pricing options selected by 
NMG. The agreement requires NMG to pay a 
facility fee at an annual rate of '■•«% of the total 
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commitment. The revolving credit agreement 
contains, among other restrictions, provisions 
limiting the issuance of additional debt, the 
amount of investment capacity and the payment 
of dividends. At July 30, 1988, the maximum 
amount available for dividend payments by 
NMG was $28,471,000. 

(g) NMG mortgage debt consists primarily of a 
$50,000,000, 13.45% note due 1999. The inter¬ 
est rate must be renegotiated or the note must he 
paid in 1991. Mortgage debt was secured by 
property with a book value of $52,047,000 and 
$53,200,000 at July 30, 1988 and August 2, 
1987, respectively. 

(h) NMG capital lease obligations relate to store 
properties. Assets under capital leases included 
in property, plant and equipment net of amorti¬ 
zation were $7,169,000 and $7,713,000 at July 
30, 1988 and August 1, 1987, respectively The 
minimum payment obligations arising from the 
above leases at July 30, 1988 are as follows ; 
1989-SI,348,000; 1990-51,348,000; 1991- 
$1,123,000; 1992—$1,123,000; 1993- 
$1,123,000; all years thereafter-$l2,910,000. 
The present value of the future minimum lease 
payments is $8,581,000. 

(i) Other long-term liabilities of NMG consist 
primarily of the present value of certain pension 
and other employee-related liabilities assumed 
by NMG from Carter Hawley Hale Stores, Inc. 
(CHH) in connection with the restructuring of 
CHH, provision for certain scheduled rent in¬ 
creases and the present value of certain contrac¬ 
tual termination costs. The present-valued items 
are increasing at between 8.5% and 10.0% an¬ 
nually. During the year ended July 30, 1988, 
NMG expensed $2,872,000 relating to the ac¬ 
cretion of these obligations. 

The aggregate maturities of all long-term lia¬ 
bilities and capitalized lease obligations with the 
exception of $103,549,000 related to the Com¬ 


pany's 10% subordinated debentures, which 
have been called for redemption, are as follows: 


fin thousands) 

General 

Cinema 

NMG 

lotal 

1989 

$ 5,962 

S 872 

S 6,834 

1990 

4,126 

1,293 

5,419 

1991 

4,098 


14,372 

1992 

1,801 

1,396 

3,197 

1993 

1,789 

1.517 

3,306 

Thereafter 

573,097 

165.929 

739,026 


Certain of the Company's loan agreements 
contain, among other restrictions, provisions 
limiting the issuance of additional debt and 
guarantees, the execution of additional leases, 
the redemption of the Company's capital stock 
and the payment of dividends. At October 31, 
1988, under the most restrictive of these cove¬ 
nants, $487,423,000 of the Company's consoli¬ 
dated retained earnings were available for the 
payment of dividends. 

Cash amounts paid for interest were 
$81,252,000, $48,197,000 and $36,718,000 
in the years ended October 31, 1988, 1987 
and 1986, respectively. 

7. Shareholders' Equity 

Series A Cumulative Convertible Stock 
Each share of Series A Stock is convertible into 
one share of Common Stock and is entitled to 
dividends at the quarterly rate of $.0075 plus an 
amount equal to the quarterly dividend paid on 
each share of Common Stock. Each Series A 
share is entitled to a liquidation preference of $5 
plus any accrued but unpaid dividends; liquida¬ 
tion proceeds remaining after the satisfaction of 
such preference and the payment of $5 per com¬ 
mon share w-ould be distributed ratably to the 
common and Series A shareholders. At October 
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N O T E S TO CONSOLIDATED FINANCIAL S T A I E M ENTS (u.mmui-d) 

CK-ncral ( mcma (, orporjtion ami Subsidiaries 


31, 1988, 4,811,789 shares of Common Stock 
were reserved for the conversion of Series A 
shares outstanding and for issuance upon the 
exercise of stock options. 

(lass B Stock 

The Class B Stock is not transferable except to 
family members and related entities, but is con¬ 
vertible at any time on a share-for-sha re basis 
into Common Stock. The holders of Common 
Stock are entitled to cash dividends 11.11% 
higher per share than the cash dividends paid per 
share of Class B Stock. The Class B Stock and 
the Common Stock are each entitled to vote sep¬ 
arately as a class on charter amendments, merg¬ 
ers, consolidations and certain extraordinary 
transactions which are required to be approved 
by shareholders under Delaware law. Under cer¬ 
tain circumstances, the holders of Class B Stock 
have the right to cast 10 votes per share for the 
election of directors. 


Common Stock options then outstanding w ill 
also receive an equivalent number of shares of 
Series A Stock. There were 159 employees w'ith 
options outstanding at October 31, 1988. The 
weighted average exercise price for all outstand¬ 
ing shares at October 31, 1988 was $15.72. 

i 'atnnum Stum 



tvss 

m? 

Options outstanding 
beginning of year 

Add: Granted 

1,071,900 
220,**00 

1,048,398 

200,200 


1,294,800 

1,248, VMS 

Less: Exercised 

Cancelled 

1 1 to.'*"* 
18,120 

121,338 
5 3,360 


1 15,094 

r4,*Mx 

Options outstanding- 
end of year 

1.159,^06 

1,073,900 

Exercisable options- 
end of year 

s S-I.S S 1 

491,635 


Common Stock Options 

Eligible employees have been granted 10-year op¬ 
tions under the 1976 and 1981 Stock Option 
Plans. No further grants may be made under 
either of these plans. In March 1988, the share¬ 
holders of the Company approved the 1988 
Stock Incentive Plan. At October 31, 1988, there 
were no options granted under the 1988 plan. 
Options outstanding at October 31, 1988 were 
granted at prices (not less than 100% of the fair 
market value on the date of grant) varying from 
$4.48 to $23.25 per share and expire between 
1989 and 1998. As a result of the Series A Stock 
dividend paid in 1982, optionees exercising 


At October 31, 1988 the aggregate number of 
authorized shares for w hich future options may 
be granted under the 1988 Stock Incentive Plan 
was 2,500,000 Common shares. 

There were 3,659,706 Common shares and 
96,296 Series A shares reserved at October 31, 
1988 for issuance upon the exercise of stock 
options. 

Earnings Per Common and Common 
Equivalent Share 

Earnings per share are based upon 73,557,000 
shares in 1988, 73,579,000 shares in 1987 and 
73,420,000 shares in 1986, the weighted aver¬ 
age number of common and common equivalent 
shares outstanding during each year. 

Earnings per common and common equiva¬ 
lent share assuming full dilution have not been 
presented because the dilutive effect is not 
material. 
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8. Income Taxes 


A reconciliation of the Company’s statutory and 
effective Federal income tax expense and rates 


from continuing operations is as follows: 

1 9 XX 


148 


I486 


(Dollar umounts in thousands) 

A nit Hmt 

< 

Amount 

% 

Amount 


% 

Statutory tax expense 

S45JN2 

V4 

$50,744 

42 

$57,685 


46 

State income taxes—net of Federal tax effect 


5 

2,320 

2 

1,620 


1 

Tax credits 

2.N2(li 

i 1 \ 

- 

- 

(1,417) 


11) 

Dividends received exclusion 

\445) 

(4) 

(20,442) 

(17) 

(20,044) 


17) 

Permanent items 

2,081 

1 

2,662 

2 

460 


1 

Settlements, capital gains and other 

1 ,< M 1 5 

1 

(472;- 

(1) 

(4,442; 


(3) 

Income taxes 

S46, >5 

15 

$34,252 

28 

$33,262 


27 

- 


The 1988 tax provision of $46,735,000 in¬ 
cludes amounts recorded by the Company and 
NMG. On a comparable basis, the Company's 
1988 tax provision without NMG would have 
been a charge of $29,260,000 after giving effect 
to dividend received exclusions of $12,010,000 
and foreign tax credits of $2,720,000. The divi¬ 
dend received exclusions decreased in 1988 be¬ 
cause of lower dividends received from domestic 
sources, and a lower exclusion rate. The net tax 
credit in 1988 is primarily a foreign tax credit 
resulting from the higher level of dividend in¬ 
come from the Company's investment in 
Cadbury. 

State income taxes were $10,200,000 in 1988 
(including $6,200,000 for NMG), $4,000,000 
in 1987, and $3,000,000 in 1986. 

The tax effects of deferred items are as 


follows: 




(hi thousands) 

1488 

1487 

I486 

Depreciation and am¬ 




ortization expense 
Prefunding of em¬ 

S 6,“64 

$ 7,100 

$ 7,200 

ployee benefits 

|,700i 

(6,700) 

2,500 

Other 

1,062 

1,678 

1,000 

Deferred tax expense 
Less amounts in¬ 

6,1 VI 

2,078 

10,700 

cluded in current 
deferred taxes 

(1.812 

(6,070) 

4,215 

Net change in 




deferred taxes 

$ -,443 

S 8.148 

s 6,485 


Cash amounts paid for income taxes by the 
Company and NMG were $35,204,000, 
$43,449,000, and $19,927,000 in the years ended 
October 31, 1988, 1987 and 1986, respectively. 

In December 1987, the Financial Accounting 
Standards Board issued Statement No. 96, 
"'Accounting for Income Taxes,” which man¬ 
dates a change in the method of accounting for 
income taxes. The Company will be required to 
adopt the new standard no later than fiscal 1991 
and its effect is not expected to be material. 

9. Discontinued Operations 

In March 1988, the Company sold its video cas¬ 
sette rental business, which was discontinued in 
1987. The sale had the after-tax effect of reduc¬ 
ing by $4,855,000 the estimated after-tax loss of 
$13,428,000 recorded in 1987. 

In September 1986, the Company sold televi¬ 
sion station WGRZ for $56,000,000 in cash, 
and retained $3,300,000 in receivables, result¬ 
ing in an after-tax gam of $34,902,000. 

Operating results of the disposed businesses 
have been accounted for as discontinued opera¬ 
tions so as to show separately the results of con¬ 
tinuing operations. Revenues applicable to 
discontinued operations w-ere $13,207,000 and 
$22,029,000 in the years ended October 31, 

1987 and 1986, respectively. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

General Cinema Corporation and Subsidiaries 


10. Commitments and Contingencies 
Leases 

The Company anJ NMG have long-term operat¬ 
ing leases primarily for theatres, retail stores, 
distribution centers and other facilities. Leases 
are generally for periods of up to thirty years, 
with renewal options, at fixed rentals, except 
that certain leases provide for additional rental 
based on revenues in excess of predetermined 
levels. 

Rent expense under operating leases was as 
follows: 


(In thousands) 

iohk 

1987 

1986 

Minimum rent 

$75,441 

$34*572 

$44,662 

Rent based on 

revenues 

12,044 

7,144 

6,810 

Total rent 
expense 

$8^,494 

$41,715 

$40,472 


Unless the lessees exercise their renewal op¬ 
tions, the future rental payments will be as 
follows: 


(In thousands) 

General 

Cinema 

NMG 

To/a/ 

1989 

$ 44,975 

$ 44,508 

$ 89,483 

1990 

54,242 

44,435 

87,677 

1991 

54,817 

44,111 

86,928 

1992 

54,551 

42,800 

86,451 

1994 

52,217 

32,210 

84,427 

Thereafter 

649,471 

887,444 

1,546,814 


Pension Plans 

The Company and NMG each have non-contrib¬ 
utory defined benefit pension plans covering 
substantially all full-time employees other than 
union employees. The Company and NMG also 
sponsor unfunded supplemental executive retire¬ 


ment plans which provide certain employees ad¬ 
ditional pension benefits. Benefits under the 
plans are based on such employees’ years of ser¬ 
vice and compensation prior to retirement. The 
general funding policy is to contribute amounts 
that are deductible for federal income rax 
purposes. 

The Company also has two non-contributory 
defined benefit pension plans for certain union 
employees not covered by orher plans. The union 
pension plans generally provide benefits of 
stated amounts for each year of service, and are 
funded in a similar manner to the non-union 
plans. 

Net pension cost tor both the Company and 
NMG included the following components: 


(In millions) 

I9XX 

1987 

1986 

Service cost-ben¬ 
efits earned 
during the 
period 

$ 4." 

$1.7 

$1.6 

Interest cost on 
projected ben¬ 
efit obligation 

-.(I 

4.0 

2.7 

Actual return on 

assets 

(4.8) 

(4.0) 

(9.1} 

Net amortization 
and deferral 

(2.1) 

(3.4) 

4.6 

Net pension 
cost 

(income) 

$ vX 

($1.6.1 

($1.2) 


In 1988, net pension cost of $3.8 million 
includes $1.3 million of income to the Company 
and $5.1 million of expense to NMG. 

Assumptions used in the computation of pen¬ 
sion costs for both the Company and NMG for 
discount rate, expected long-term rate of return 
on assets and projected rate of compensation 
increases were 8.5%, 10.0% and 6.0%, 
respectively. 
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The following table sets forth the plans 1 
funded status and amounts recognized in the 
balance sheets. 


As of October 31 


1^88 


1987 


< )l' 

er funded 


Underfunded 

Overfunded 


Underfunded 


Plans 


Plans 

Plans 

GCC 


Plans 


(In millions) 

(,(.( 

( 

ice 

NMG 


GCC 


NMG 

Vested benefit obligation 

$ 25.1 

$ 

4.0 

$ 3o.y 


$ 

2.5 


S 22.9 

Accumulated benefit obligation 

S 27.6 

$ 

4.2 

$ 34.7 j 


S 

2.7 


S 27.4 

Projected benefit obligation 

Plan assets at fair value* 

S 48.9 

$ 

4.7 

$ 48.s 


S 

2.7 


S .55.0 

(primarily equity and fixed 
income securities) 

(60.9) 


(2.4) 

(20.2) 



(2.1) 


(22.4} 

Assets (in excess of) less than 
projected obligation 
Unrecognized net asset 

(22.0) 


2.4 

28.4 

(20.2) 


.6 


12.6 

(obligation) 

Unrecognized net 

12.8 


(.1) 

(1(1.2) 

14.9 


M) 


(7.7) 

gain (loss) 

4.2 


- 

(12.7) 

4.2 


- 


(4.7) 

Prior service cost 

— 


(1.8) 

- 

- 


(-4) 


- 

Accrued (prepaid) pension cost 










liability recognized in the 
balance sheets 

:$ s.oj 

s 

.4 

S 5.4 

($ 3.1) 

$ 

.1 


$ 1.2 


* Plan assets of overfunded plans include Common and Series A Stock of the Company of $4,682,000 and $3,64 3,000 at 
October 31, 1988 and 1987, respectively. 


The Company participates in multi-employer 
pension plans covering certain union employees. 
Amounts charged to pension cost and contrib¬ 
uted to these plans were $2,024,000 in 1988, 
$1,928,000 in 1987 and $1,921,000 in 1986, 

In addition to the pension plans the Company 
and NMG each have two defined contribution 
plans for certain employees. The Savings Plan 
permits employee contributions and provides 
Company matching contributions. The Employee 
Stock Ownership Plan is non-contributory. 


11. Subsequent Events 

On January 13, 1989, the Company agreed to 
sell its soft drink bottling business to PepsiCo, 
Inc. for $1,750,000,000 in cash, subject to 
adjustment, contingent upon the signing of a 
definitive purchase and sale agreement and 
upon clearance of the transaction by the Federal 
Trade Commission under the Hart-Scott-Rodino 
Antitrust Improvements Act. 

In December 1988, the Company redeemed 
both issues of its 10% subordinated debentures 
exchangeable for RJR common stock. (See note 
6 to the financial statements.) 
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NOTES T O C O N S O L I l) A T E 1) FINANCIAL S T A I E M E N I S (continued) 

General Cinema Corporation and Subsidiaries 


12. Comparative Quarterly Financial Information (Unaudited) 


(Ift thousands except for per share data) 

I SI S K 



hirst 

Sec uf hi 

ihtnl 

hourfh 


lull 


quarter 

i/ujrtrr 

quarter 

quarter 


vear 

Revenues 

$5 53,1X5 

56 i 1,274 

$59 5,664 

$541,498 

%L 

, 12.1,82* 

Gross profit 

$1?X,66? 

5194,641 

$1X5,556 

S1 144 

$ 

■’10,058 

Earnings from continuing 
operations 

Earnings from discontinued 
operations 

$ 2“\994 

$ 11, §74 

4,8 5 5 

5 21,'24 

$ 2.09"* 

$ 

82,889 

4,85 5 

Net earnings 

$ 2",994 

$ 15,929 

S 21,"24 

$ 2,097 

$ 

K 7 ,744 

Earnings per share: 

Continuing operations 
Discontinued operations 

S .48 

S .42 

.07 

$ .10 

S .01 

$ 

1.12 

.07 

Net earnings per share 

S . is 

S M 

5 .10 

s M 

s 

U9 

D i v i dends per s h a re - 
Common Stock 

S .09 

S .04 

$ .114 

S A0 

$ 

.17 

Class B Stock 

S .1)81 

S .IIS i 

$ .081 

S .09 

s~ 

7ui 

Series A Stock 

S .0975 

S .09 S 

5 .0975 

$ J()7^ 

$_ 

.40 


The decrease in net earnings tor rhe fourth quarter was primarily attnhurable ro NMG's fourth quarter loss. 


1987 


hirst Second Thtrd Fourth hull 

quarter quarter quarter quarter year 

Revenues $23 ,082 

$238,319 

$304,360 $259,982 

$1,049,744 

Gross profit $ 73,036 

$ 78,556 

$ 96,697 

5 81,616 

$ 29,610 

(14,054) 
5 15,576 

$ 329,905 

$ 86,542 

(17,100) 
$ 69,442 

$ 1.18 

(.24| 

$ .94 

Earnings from continuing 
operations $ 16,855 

Loss from discontinued 

operations (986) 

$ 16,955 

(910) 

$ 23,122 

1*170 

Net earnings $ 15,869 

$ 16,045 

5 21.452 

Earnings (loss) per share: 

Continuing operations % .23 

Discontinued operations {.01) 

Net earnings per share $ .22 

$ .23 

(.01) 

$ .22 

S .32 

(.02) 

S .30 

$ .40 

(.19) 

$ .21 


Dividends per share — 

Common Stock $ .075 

$ .075 

S .075 

$ .09 

$ .315 

Class B Stock $ .0675 

$ .0675 

S .0675 

$ .081 

$ .2835 

Series A Stock $ .0825 

5 .0825 

$ .0825 

$ .0975 

$ .145 
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INDEPENDENT AUDITOR’S REPORT 


Board of Directors and Shareholders 
General Cinema Corporation 

We have audited the accompanying consolidated 
balance sheets of General Cinema Corporation 
as of October 31, 1988 and 1987, and the related 
consolidated statements of earnings, sharehold¬ 
ers’ equity and cash flows for each of the three 
years in the period ended October 31, 1988. 
These financial statements are the responsibility 
of the Company’s management. Our responsibil¬ 
ity is to express an opinion on their financial 
statements based on our audits. 

We conducted our audits in accordance with 
generally accepted auditing standards. Those 
standards require that we plan and perform the 
audit to obtain reasonable assurance about 
whether the financial statements are free of ma¬ 
terial misstatement. An audit includes examin¬ 
ing, on a test basis, evidence supporting the 
amounts and disclosures in the financial state¬ 
ments. An audit also includes assessing the 
accounting principles used and significant 


estimates made by management, as well as evalu¬ 
ating the overall financial statement presenta¬ 
tion. We believe that our audits provide a 
reasonable basis for our opinion. 

In our opinion, the consolidated financial 
statements referred to above present fairly, in all 
material respects, the financial position of Gen¬ 
eral Cinema Corporation and subsidiaries as of 
October 31, 1988 and 1987, and the results of 
their operations and cash flows for each of the 
three years in the period ended October 31, 

1988, in conformity with generally accepted 
accounting principles. 

Touche Ross & Co. 

Certified Public Accountants 

Boston, Massachusetts 
December 16, 1988 


STATEMENT OF MANAGEMENT’S RESPONSIBILITY 
FOR FINANCIAL STATEMENTS 


The management of General Cinema is responsi¬ 
ble for the integrity and objectivity of the finan¬ 
cial and operating information contained in this 
Annual Report, including the consolidated fi¬ 
nancial statements covered by the Independent 
Auditor’s Report. These statements were pre¬ 
pared in conformity with generally accepted ac¬ 
counting principles and include amounts that 
are based on the best estimates and judgments of 
management. 

The Company maintains a system of internal 
financial controls which provides management 
with reasonable assurance that transactions are 
recorded and executed in accordance with its 
authorizations, that assets are properly safe¬ 
guarded and accounted for, and that records are 
maintained so as to permit preparation of finan¬ 
cial statements in accordance with generally ac¬ 


cepted accounting principles. This system 
includes written policies and procedures, an or¬ 
ganizational structure that segregates duties, 
and a comprehensive program of periodic audits 
by the internal auditors. The Company also has 
instituted policies and guidelines which require 
employees to maintain a high level of ethical 
standards. 

In addition, the Audit Committee of the Board 
of Directors, consisting solely of outside direc¬ 
tors, meets periodically with management, the 
internal auditors and the independent certified 
public accountants to review internal accounting 
controls, audit results and accounting principles 
and practices, and annually recommends to the 
Board of Directors the selection of independent 
certified public accountants. 
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MANAGEMENT S ANALYSIS 


1988 vs. 1987 

General Cinema's 1988 Consolidated Statement 
of Earnings includes The Neiman Marcus Group, 
Inc, (NMG) for the first time. (See note 1 to the 
financial statements.) Accordingly, the results of 
continuing operations in 1988 included the spe¬ 
cialty retailing, soft drink bottling and movie 
exhibition businesses. The 1987 and 1986 results 
of continuing operations included the soft 
drink bottling and movie exhibition businesses. 

Operating earnings increased $63.9 million 
compared with the prior year. The increase is 
attributable to the inclusion of the specialty re¬ 
tailing business for the first time. The specialty 
retailing operating earnings were S63.0 million, 
which included the operating earnings reported 
by NMCi together with $5.9 million of adjust¬ 
ments for the effects of certain inventory related 
costs being capitalized and of purchase account¬ 
ing adjustments. Soft drink bottling earnings 
improved $2.0 million on increased case sales. 
Theatre operating earnings declined $1.2 million 
primarily due to higher occupancy costs associ¬ 
ated with new screens. 

During recent years, much of the corporate 
staff activity was related to the management of 
the Company's businesses, including invest¬ 
ments, and the acquisition and divestiture oI its 
businesses. These activities have given rise to in¬ 
creased interest expense (net of interest income) 
and a significant amount of dividend income. 
Because these activities reflect an important part 
of the Company’s earnings, the Corporate Activ¬ 
ities segment of the Consolidated Statements of 
Earnings was revised to include income from the 
gain on sale of securities. 


Administrative expenses increased $8.1 mil¬ 
lion in 1988. The net increase is attributable to 
the inclusion of $16.1 million of NMG adminis¬ 
trative expenses offset in part by a decrease in 
the Company's legal and professional fees. 

Interest expense, net of interest income in¬ 
creased $30.0 million primarily because of $18.0 
million of incremental interest expense on bor¬ 
rowings incurred to finance the Company’s 
investments as well as the inclusion of $12.0 
million of NMG interest. 

Dividend income in 1988 included dividends 
of $20.6 million from RJR Nabisco and $18.7 
million from Cadbury Schweppes. In 1987, 
dividend income included $26.9 million from 
Carter Haw'ley Hale Stores, Inc. (CHH), 

$22.2 million from RJR, and $7.9 million 
from Cadbury. 

Gain on sale of securities in 1988 included 
primarily a $20.6 million gain on the sale of a 
portion of RJR preferred stock and $12.5 million 
from exchanges of certain of the Company’s 
subordinated debentures for RJR common 
stock. In 1987, gain on sale ot securities included 
primarily a $21.8 million gain on the restruc¬ 
turing of CHH and $3.6 million on the sale of 
Sea-Land common stock. 

Income taxes of $46.7 million includes $17.5 
million related to NMG operations and $29.2 
million attributable to General Cinema earnings. 
A more detailed analysis is shown in note 8 to 
the financial statements. 
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The minority interest of S3.3 million in 1988 
includes dividends to minority shareholders of 
NMG in excess of their equity. 

Discontinued operations in 1988 reflects the 
after-tax effect of reducing by $4.9 million the 
estimated after tax loss of $13.4 million recorded 
in 1987 for the disposal of Super Video. 

1987 vs. 1986 

General Cinema’s 1987 Consolidated Statement 
of Earnings does not reflect operating results of 
NMG because operations of the new entity did 
not commence until August 2,1987. 

General Cinema’s revenues increased $49,6 
million during 1987. The increase resulted from 
higher case sales and slightly higher prices in its 
soft drink business and higher revenues reflect¬ 
ing higher prices offset in part by lower patron¬ 
age levels in its movie exhibition business. 

Operating earnings declined $6.8 million 
compared with the prior year. Soft drink busi¬ 
ness operating earnings rose $2.3 million pri¬ 
marily as a result of increased unit volume. This 
increase was more than offset by movie exhibi¬ 
tion business earnings which declined $8,7 mil¬ 
lion primarily because of lower attendance and 
higher occupancy costs associated with new' 
screens opened in 1986and 1987. 

Interest expense increased $20.5 million dur¬ 
ing 1987, primarily as a result of increased bor¬ 
rowings to finance the Company’s investments 
in Cadbury and CHH. 

Administrative expenses increased $9.7 mil¬ 
lion in 1987. The increase related to additional 
legal and other professional fees incurred in con¬ 


junction wnth the Company’s new investments, 
the restructuring of CHH, litigation and other 
general corporate matters. 

Dividend income increased $10.5 million pri¬ 
marily as a result of additional investments in 
Cadbury’ and CHH. Gain on sale of securities of 
$26.1 million includes the pre-tax gain on the 
restructuring of CHH ($21.8 million), the pre¬ 
tax gain on the sale of Sea-Land common stock 
($3.6 million) and income ($.7 million) from ex¬ 
changes of certain of the Company's subordi¬ 
nated debentures exchangeable for RJR common 
stock. I he 1986 amount of income from such 
conversions was $4.1 million. 

Discontinued operations in 1987 relates to the 
anticipated after-tax loss on disposal of Super 
Video ($13.4 million) as well as related aftcr-tax 
operating losses ($3.7 million) incurred by 
Super Video during the year. Discontinued oper¬ 
ations in 1986 relates to the after-tax gain real¬ 
ized on the sale of WGRZ-TV ($34.9 million) 
and the after-tax operating losses of Super Video 
and WGRZ-TV during 1986 ($1.2 million). 

The 1987 effective tax rate of 28.4% reflects 
the impact of dividend income which is taxed at a 
lower effective tax rate. A more specific analysis 
is detailed in note 8 to the financial statements. 
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SHAREHOLDER INFORMATION 


General information about the Company, along 
with requests for published financial informa¬ 
tion, should be made to the Corporate Com¬ 
munications Department, General Cinema 
Corporation, Box 1000, Chestnut Hill, MA 
02167. Telephone: (617) 232-8200. 

For assistance on address changes, consolidation 
of multiple holdings, dividend payments or re¬ 
lated matters, please contact the Transfer Agent. 

Automatic Dividend Reinvestment 
and Cash Stock Purchase Plan 
The Plan provides stockholders a convenient way 
to purchase Common shares by reinvesting their 
Common and Series A cash dividends and/or by 
investing additional cash amounts. The Com¬ 
pany will absorb all brokerage and agency fees 
for stock purchased in connection with the Plan. 
For further information, please write to: General 
Cinema Corporation, do The First National 
Bank of Boston, Automatic Dividend Reinvest¬ 
ment Plan, Post Office Box 1681, Boston, 

MA 02105. 

Transfer Agent and Registrar 
for Common and Series A Stock 
The First National Bank of Boston 
Shareholder Services Division 
Post Office Box 644 
Boston, MA 02101 

Form 1G-K 

The Company’s Form 10-K as filed with the 
Securities and Fxchange Commission is available 
upon written request to the Corporate Commu¬ 
nications Department of the Company. 

Annual Meeting 

Annual Meeting of Stockholders, Friday, 

March 10, 1989 at 10:00 a.m.„ The First 
National Bank of Boston, 100 Federal Street, 
Boston, Massachusetts. 


Stock Information 

General Cinema's Common Stock and Series A 
Cumulative Convertible Stock are traded on the 
New York Stock Exchange under the symbols 
GCN and GCNA, respectively. The following 
table indicates the quarterly price range of the 
Common Stock and Series A Stock for the past 
two fiscal years. 

Common Stock 
WHS 1987 


Qua r ter 

High 

Low 

High 

Low 

First 

$20.75 

$15.15 

$25.81 

$20.81 

Second 

$19.63 

$15.75 

$28.00 

$22.44 

Third 

$2 '.XX 

$16.75 

$50.94 

$21.69 

Fourth 

$22.25 

$20.15 

$51.75 

$13.75 



Series .4 Stock 




1988 


1987 

Quarter 

High 

Lint 

High 

Low 

First 

SI 8.75 

SI 5.25 

$24.25 

$20.38 

Second 

$19.25 

$15.75 

$27.64 

$22.6.3 

Third 

$22.25 

$16.50 

$30.50 

$22.88 

Fourth 

$21.88 

$20.25 

$31.13 

$14.00 


General Cinema had 3,969 and 3,503 Common 
shareholders of record at October 31, 1988 and 
1987, respectively, and 1,204 and 1,276 Series A 
shareholders of record at October 31, 1988 and 
1987, respectively. The Series A shares are con¬ 
vertible into Common Stock on a share-for-share 
basis. 

Corporate Address 
General Cinema Corporation 
27 Boylston Street 
Chestnut Hill, MA 02167 

(617) 232-8200 

General Cinema is an Equal Opportunity 
Employer. 
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